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The  extravagant  and  reckless  expenditure  of  the  present  ad- 
ministration, which,  in  twelve  years,  has  increased  the  annual  cost 
per  head  of  population  from  $8.14,  as  it  was  in  1895,  to  $18  in  1907,  is 
pretty  generally  known.  But  only  those  who  have  given  the  economic 
condition  careful  study  will  be  able  to  understand  how  most  of  the 
setbacks  and  losses  which  the  business  of  this  country  has  suffered 
during  the  last  few  years  are  due  to  the  unwise  legislation  and  lax 
administration  of  the  present  Finance  Minister. 

In  a  recent  issue  of  the  Montreal  "Shareholder"  there  appeared  a 
letter  over  the  signature  of  no  less  an  authority  than  Mr.  H.  C. 
McLeod,  General  Manager  of  the  Bank  of  Nova  Scotia,  in  which  he  says: 
"In  1880  there  were  in  existence  in  Canada  forty-one  banks; 
since  then  seven  have  been  incorporated  and  have  commenced  business, 
making  a  total  of  forty-eight  banks.  Of  this  total  twelve  have  failed 
and  some  others  have  saved  themselves  by  amalgamation.  The  fail-  f«i««rt» 
ores  are,  therefore,  twenty-five  per  cent,  within  a  period  of  twenty-six 
years,  the  last  ten  of  which  were  years  of  exampled  prosperity. 
Since  Mr.  McLeod  wrotp  this  letter  two  more  of  our  banks  have  failed 
and  one  has  disappeared  through  amalgamation,  thus  raising  the  per- 
centage of  the  failures  to  almost  thirty,  about  half  of  which  have 
occurred  within  the  last  nine  years  of  the  Fielding  administration. 

Concerning  these  failures  Mr.  McLeod  says:  "Most,  if  not  aU,  of 
the  above  mentioned  failures  were  fraudulent,  and  it  is. now  plainly 
evident  that  a  few  hours'  examination  by  a  skilled  banker  would  have 
disclosed  an  insolvent  condition  in  any  one  of  the  banks  years  before 
it  collapsed."  . 

Mr.  McLeod  further  states  that  during  the  same  period  the 
failures  of  National  Banks  in  the  United  States  was  only  five  per 
cent.,  while  the  failures  of  all  others  in  the  United  States  in  the  last 
forty-three  years  were  only  ITi/g  per  cent.  ,•   j  « 

I  am  sure  it  will  be  a  surprise  to  many  to  learn  that  behind  Cana- 
dian bank  notes,  of  which,  according  to  the  last  monthly  bank  statement, 
there  are  outstanding  $66,697,255,  there  is  not  one  dollar  of  reserve 
either  in  gold  or  anything  else.  There  is  a  small  Government  deposit 
known  as  the  "Bank  Note  Redemption  Fund,"  which  at  present  amounts  ym„,t,ot.^ 
to  $4,586,243.  But  even  this  sum,  which  is  but  a  small  fraction  of  the  N^t, 
note  circulation,  cannot  be  regarded  as  a  note  reserve,  because  a  bank  has 
no  recourse  to  it  until  it  has  closed  its  doors  and  gone  into  liquidation. 
It  is  true  that  the  note  issue  of  any  bank  is  a  first  lien  on  its  assets,  but 
this  again  is  of  value  only  after  the  bank  has  gone  into  liquidation,  and 
does  not  assist  it  to  keep  its  doors  open  during  hard  timM  when  the 
country  needs  every  bank  and  when  the  failure  of  one  often  means  disas- 
ter. Canadian  bank  notes  are  little  better  than  a  first  mortgage  on  the 
assets  of  the  bank  that  issued  them,  endorsed  by  the  double  liability  of 

its  shareholders.  .•  t  it 

Thus  bank-note  holders  have  no  guarantee  that  the  paper  which  they 
hold  will  be  redeemed  when  presented  beyond  what  the  assets  of  the  bank 
that  issued  it  can  offer.  Much  of  these  assets  are  held  in  such  shape  ,„^^^|^ 
that  it  is  impossible  to  realize  on  them  in  times  of  need  and,  as  has  been 
seen,  the  banks  are  compelled  to  close  their  doors  before  they  have 
paid  five  per  cent,  of  their  deposits  and  notes.  Too  often  the  assets  are 
of  such  kind  that  they  are  worthless.    On  the  other  hand,  what  guar- 
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antPe  does  the  double  liability  on  the  stock  of  a  bank  offer  when  that 
stock  is  held  by  the  bank  itself,  as  has  been  found  to  be  the  case  m 
almost  every  bank  that  has  fail.'d?  Furthermore,  it  is  pretty  generally 
known  that'there  are  few  Canadian  banks  that  do  not  protect  their  own 
stocks  in  the  open  market. 

Is  it  any  wonder  that  Canadian  bank  notes  will  not  pass  out- 
side  of  Canada  and  that  people  carrying  them  there  find  they  have  to 
pay  a  verv  heavy  rate  of  discount  in  nrder  to  get  rid  of  themT 

Another  feature  in  which  the  Canadian  banking  system  is  an  Rn- 
omalv  among  banking  systems  <.f  the  world  is  that  the  state  derives  no 
revenue  or  benefit  from  the  bank  note  circulation.  Our  banks  are  per- 
mitted  to  pay  loans  in  paper  money,  which  costs  them  absolutely  noth- 
ing,  and  charge  for  the.sc  loans  a  rate  that  averages  the  highest  of  any 
count^^   in  the  world. 

These  are  some  of  the  exceptional  privileges  which  our  banks 
enjov.  and  a  knowledge  of  them  will  enable  the  readers  of  this 
pamphlet  to  better  appreciate  the  ingratitude  of  the  banking  monopoly 
which  now  exists  and  the  abuses  hereafter  mentioned. 

In  districts  where  the  main  industry  is  dairying,  many  farmers  r-- 
quire  bank  accommodation  in  the  early  spring  in  order  to  P^Pf^.^f***^ 
cattle  for  the  dairy.     These  small  loans  are  generally  paid  by  the  check, 
which  they  receive  in  early  summer  from  the  sale  of  t^eir  first  cheese. 
This  accommodation  farmers  are  finding  more  and  more  difficult  to  ob- 
tain. In  fact,  during  the  last  tw..  years  many  who  have  ""^  jieen  able  to 
obtain  financial  accommodation  outside  the  banks  have  had  to  do  with- 
out it.    From  what  the  writer  has  been  able  to  learn,  he  's/onfident  that 
it  would  be  an  alarming  surprise  if  people  knew  the  extent  to  which  l^his 
action  of  the  banks  has  effected  the  cheese  production  of  Canada  during 
the  last  two  years.    The  production  of  many  other  mdiustries  has  also 
suffered  from'  the  same  cause.     It  is  a  significant  fact  that  the  decrease  m 
Canadian  production  has  occurred  in  industries  made  up  of  amaU  pro- 
ducers such  as  the  cheese  and  butter  industries. 

It  is  generally  known  that  the  great  majority  of  those  who  have 
sought  this  accommodation  are  men  of  substantial  wealth,  and  the 
communities  in  which  they  live  have  produced  a  large  share  of  Cana- 
dian bank  deposits.  The  question  will,  therefore  naturally  occur 
why  have  the  banks  acted  in  this  manner?  First,  the  vvriter  will 
explain  wlicre  the  money  which  these  districts  have  produced  has  gone, 
and  then  give  some  facts  to  show  how  it  is  being  used.  _ 

In  successful  agricultural  communities,  the  farms  are  periodi- 
cally changing  hands.  As  the  farmer  g.-ts  up  in  years  he 
sells  his  farm,  deposits  the  proceeds  in  the  local  bank  or  post-office  and 
retires  to  a  eitv  or  moves  into  an  adjoining  village.  The  purchaser, 
who  is  generally  a  young  man.  pays  the  purchase  price  with  as  much 
cash  as  he  c,  n  raise  and  gives  a  mortgage  for  the  balance,  payable  in 
annual  instalments,  with  interest.  This  mortgage  is  sometimes  held 
bv  the  vendor  of  the  property  and  sometimes  sold  or  deposited  with  a 
bank  According  as  the  young  farmer  makes  his  annual  payments  they 
are  deposited  by  the  h-ldcr  of  his  mortgage,  and.  through  our  vicious 
system  of  branch  banks,  are  shippcl  out  of  the  community  to  large 
centres  to  be  used  by  the  managers  of  our  banks  as  they  please,  without 
anv  legislative  restrictions  or  government  supervision.  During  the 
vekr  the  young  farmer  also  keeps  his  current  savings  in  the  banks 
until  he  makes  his  annual  payment  on  his  mortgage,  which  is  generally 
about  the  first  of  each  year.  Thus  the  earnings  of  our  rural  districts 
are  being  regularly  licked  up  and  shipped  out  of  the  communities 
which  produce  them  to  a  few  large  centres.         .     .     ^  j  *    *»,„ 

The  depositing  of  savings  in  the  post-office  is  just  as  good  to  tfte 
bankers  as  if  they  were  deposited  directly  with  the  banks.  These  deposits 
are  transferred  immediately  from  the  post-office  to  the  banks  anyway,  and 
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only  the  credit  slips  are  sent  to  Ottawa.  The  bank*  then  pay  the  port- 
office  the  interest  and  the  port-offlce  pays  the  depodtors.  In  effect  it 
amounts  to  nothing  more  than  the  Government  guaranteeing  bank  de- 
posits that  have  been  made  through  the  post-office.  Is  it  any  wonder 
that  the  rate  paid  post-office  depositors  has  remained  at  3  per  cent.— -the 
same  as  the  banks  were  paying,  while  the  rate  on  loans  has  averaged  for 
years  betwot-n  6V-'  and  7  pt-r  cent.?  Few  people  will  be  unable  to  appre- 
ciate the  injustice  of  a  system  that  charges  an  average  of  seven  per 
cent,  for  loans  and  yet  allows  the  same  people  but  three  per  cent,  on 
their  deposits.  But  a  point  which  shows  how  completely  the  banks 
control  the  situation  lies  in  the  fact  that  the  Government  continues 
to  permit  these  banks  to  obtain  the  credits  of  the  people  for  3  per 
cent  while  the  government  pays  for  loans  in  England  and  other  places 
a  rate  of  four  and  even  higher.  But  the  point  I  desire  to  explain  just 
here  is  that  the  savings  of  the  people  in  outlying  districts  go  im- 
mediately into  the  banks,  whether  these  savings  are  deposited  directly 
in  the  banks  or  are  deposited  with  the  local  post-office. 

It  is  announced  that  Canada  is  shortly  to  be  visited  by  a  deputation 
from  the  United  States,  which  is  coming  here  to  study  the  Canadian  sys-  ^^  ^ 
tem  of  branch  banks.  The  writer  would  advise  these  men,  if  they  want  to  ^^^^^  ,^ 
study  the  disastrous  effects  of  this  unique  system  of  ours,  not  to  contine  DwNWiiiir 
their  visit  to  the  large  centres  such  a.s  Toronto  and  Montreal,  but  to  IndiMtilM 
get  out  into  the  country  or  visit  such  places  as  Kingston,  Brockville, 
Prescott,  Belleville,  Cornwall,  Cobourg  and  Port  Hope  with  their  ex- 
cellent situation  and  decaying  industries  and  solve  the  problem  why 
this  should  be  so  on  one  side  of  our  great  lake  and  river  highway  while 
on    the    other  side  a  condition  just  the  reverse  is  met  with.       The 
writer  is  quite  sure  that    our     branch     banking     system,     coupled 
with    the    maner    in    which    this    system    is    administered,    will    be 
found    to    be    the    underlying    cause.     These    places    advancing    to 
their  present   condition   under  a   system   of  local  banks  and  branch 
banks    more    properlv    administered    had  great    promise    of    future 
development    until    they    began    to    be     sapped    of    their    money, 
and  their  rising  industries  thus  crippled  found  it  impossible  to  compete 
with  the  great  institutions  established  in  the  larger  centres  by  banking 
interests  and  with  the  savings  of  the  whole  country  behind  them. 

What  money  these  large  centres  do  not  require  is  being  sent  out 
of  the  country  to  New  York  and  other  places  for  stock  speculation. 

Last  year,  during  the  money  stringency  in  the  United  States  when 
France  and  Germany  were  refusing  to  allow  coin  or  bullion  to  go  out 
of  their  country  and  England  was  advancing  its  rate  of  discount  to 
keep  what  it  had,  Canada  furnished  the  one  unique  exception  by  ship- 
ping her  coin  and  bullion  into  United  States  to  the  relief  of  busmess  cwmuMm 
there  until  the  stringency  here  was  felt  keener  than  anywhere  else  •""hiss 
and  the  situation  became  so  strained  that,  to  avert  a  national  disastep,  "p«™- 
our  Finance  Minister  had  to  break  the  currency  laws  and  permit  the 
banks  to  further  increase  an  unprotected  paper  currency  which  had 
already  risen  to  the  enormous  sum  oi  over  $84,000,000. 

In  the  earlv  spring  of  last  year,  when  the  farmers  of  the  writer's 
old  home  in  *the  County  of  Frontenac  asked  for  accomodation, 
thev  were  told  by  the  manager  of  a  local  bank  that  his  instruc- 
tions were  not  to  make  small  loans  no  matter  what  security  was  offered. 
During  the  same  month  the  foreign  call  loans  of  this  bank  increased  by  ^^^ 
over  two  and  a  half  millions  of  dollars.  Call  money  m  New  York  tor  ,^t»no« 
stock  speculation  at  that  time  was  bringing  as  high  as  twenty-live 

per  cent.  «      .       ,  * 

During  the  month  of  June  of  la.st  year  the  foreign  loans  of  our 
banks  increased  by  almost  one  million  and  stood  at  the  enormous  sum 
of  $78,687,132  on  the  first  of  July.     The  demand  for  money  in  the 
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United  States  continued  to  increase  and  our  banks  continued  to  ship 
money  out  of  the  country  to  support  a  falling  stock  market  in  New 
York  and  take  advantage  of  the  high  rate  of  interest  there  notwith- 
standing the  increasing  demand  for  money  in  Canada.  By  the  first  of 
October  an  additional  amount  of  over  ten  millions  had  been  sent  out 
and  the  foreign  loans  of  Canadian  banks  stood  at  $88,952,693.  All  this 
time,  as  every  business  man  can  testify,  the  legitimate  business  of  this 
country  was  being  refused  the  accommodation  that  was  necessarj-  to 
move  and  market  the  crops  and  keep  the  wheels  of  industry  running. 
The  strain  was  almost  at  tho  breaking  point  in  many  parts  of  the 
countrv  but  was  felt  most  keenly  in  Western  Canada,  where  the  people 
with  their  crops  on  their  hands  and  their  creditors  pressing  for  pay- 
ment of  overdue  accounts  saw  navigation  coming  to  a  close. 

From  the  West,  as  is  generally  known,  ihe  cry  for  help  was  first 
heard.  Mr.  Fielding  then  bepan  to  realize  that  something  had  to  be 
done.  Conditions  were  such  in  the  United  States  that  nothing  could 
either  force  or  induce  the  Canadian  money  that  had  been  sent  there 
to  come  back.  The  laws  of  the  country  limited  the  amount  of  paper 
money  which  a  bank  could  is<!iie  to  the  amount  of  its  paid  up  capital. 
:\ranv  of  the  banks  had  already  reached  this  limit  and  had  left  but  a 
few  "dollars  chaiine  in  their  tills.  The  result  was  that  our  Finance 
Minister,  in  order  to  avert  a  disaster,  which  might  cost  him  and  his 
party  their  power,  broke  the  laws  and  permitted  the  banks  to  issue 
more  unprotected  paper  money. 

Just  at  this  point  the  actina  of  the  banks  showed  how  completely 
they  had  the  Minister  by  the  throat.  lie  called  this  new  issue  "emer- 
gency currency"  and  offered  it  to  the  banks  at  a  tax  of  7  per  cent., 
a  rate  which  would  have  insurecl  its  immediate  redemption  as  soon  as 
the  stringency  had  passed  over.  But  the  banks  refused  to  pay  so 
high  a  rate  notwithstanding  tliey  would  charge  the  people  that  and 
even  higher  for  it,  and  further,  notwithstanding  the  fact  that  on  the 
coin  and  bullion  which  they  had  shi'iped  out  of  the  country  they  were 
receiving  rates  ranging  from  twenty-five  to  one  hundred  and  twenty- 
five  per^eent.  Furthermore,  tliey  did  not  feel  sufficient  gratitude  for 
the  fact  that  they  were  enjoyins;,  by  the  will  of  the  people,  a  circula- 
tion of  their  notes  of  over  $84,000,000,  which  cost  them  nothing;  for  they 
bluntlv  refused  to  distribute  this  "emergency  currency"  to  the  suffering 
people'  witliout  making  a  big  profit  by  the  transaction.  The  result  was 
that  the  Finance  Minister  bad  to  accept  their  own  offer  and  permit  them 
to  circulate  this  additional  unpr.)tected  paper  money  for  a  rate  of  four 
per  cent. 

As  s  generallv  known,  the  management  of  an  incorporated  insti- 
tution .i  forbidden  to  loan  the  funds  of  the  institution  to  its  directors. 
Our  Canadian  banks,  however,  are  the  one  exception  to  this  law.  They 
mav  make  loans  to  their  directors  to  any  extent  they  wish.  And  it  is 
a  fact  which  throws  a  side-light  on  the  machinations  of  these  institu- 
tions that  during  the  period  last  year  when  farmers,  small  manufac- 
turers, mechanics  and  laborers  were  being  refused  the  accommodation 
neces.5!'arv  to  keep  their  business  going  and  were  being  compelled  to 
liquidate  the  accommodation  which  they  already  enjoyed,  the  banks^ 
loans  to  their  "directors  and  to  firms  in  which  they  were  partners" 
continued  to  increa.se  until,  by  the  end  of  October,  they  amounted  to 
$12,318,811.  The  writer  ventures  to  predict  that  an  inve-stigation  would 
show  that  the  actual  amount  thus  loaned  was  more  than  double  this.  No 
item  of  the  banks'  returns  may  be  so  easily  manipulated  as  this  one, 
and  the  number  of  false  statements  to  the  Government,  which  the  many 
bank  failures  in  recent  years  have  disclosed,  show  how  willing  bank 
managers  are  to  make  false  returns  when  it  is  necessary  to  keep  from 
the  public  a  questionable  practice. 
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But  the  tortlgn  loaniog  of  our  banks  is  not  the  only  item  of  the 
Canadian  banking  buainea  that  deprives  this  eoantry  of  its  funds 
which  are  so  badly  needed  for  its  own  development.    Of  late  years 
our  banking  and  allied  institutions,  such  as  insurance,  loan  and  trust 
companies,  have  been  financing  large  foreign  concerns  such  as  Sao 
Paulo,  Rio  de  Janeiro,  Mexican  Heat  &  Power,  Chicago  &  Milwaukee 
Electric,  Illinois  Tractions,  etc.    These  undertakings  have  been  under- 
written  first  by  a  few  managers  and  directors  of  Canadian  banks  and 
other  Canadian  monetary  insfitutio.is,  who  receive  the  i-ntire  issue  of 
bonds  at  a  cortain  price  and  all  the  stock  for  nothing.    The  mouey,  or 
such  part  of  it  as  is  required  immediately  by  those  foreign  companies 
for  construction  or  development,  is  borrowed  from  our  banks  or  com- 
panies.   The  bonds  and  a  fraction  of  the  stock  are  then  turned  over 
to  brokers  to  unload  on  the  people  at  a  price  which  will  yield  the 
underwriters  a  good  margin  and  still  leave  the  brokers  with  a  fair 
profit  and  good-sized  blocks  of  the  bonus  stock.     Retired  farmers  and 
others  who  have  means  are  at  once  attacked  by  stock  vendors,  who 
learn  in  some  mysterious  way  of  their  bank  balance  and  their  money 
and  the  attack  is  kept  up  until  these  stocks  and  bonds  are  finally 
unloaded.     The  market  for  these  bonds  and  stocks  is  materially  im- 
proved and  widened  by  the  banks  readily  accepting  them  a-s  collateral 
for  loans,  which  enables  the  purcha.ser  to  buy  a  larger  block  than  he 
would  otherwise  be  able  to  handle.    In  this  way  many  retired  farmers 
and   others    who    otherwise    would   be    able    to    assist    those    whose 
mortgages   and    securities    they   hold,   become    tied    up   in  such   a 
way  that  they  are  helpless  in  times  of  need.    It  w^ould  be  interesting 
to  know  how  much  of  the  current  and  call  loans  in  Canada  is  secured 
by  this  class  of  foreign  script,  or  how  much  of  the  banks'  investments 
these  foreign  stocks  and  bonds  comprise.    The  writer  has  before  him 
the  annual  report  of  one  of  the  mo.it  conservatively  managed  Canadian 
banks.    The  total  investment  of  this  bank  in  provincial,  municipal  and 
other  bonds  is  $4,939,666.45,  of  which  $2,490,860  is  foreign  securities. 
The  total  deposits  of  this  bank  is  $27,414,771.08,  of  which  no  less  than 
$12,275,313.78  is  invested  and  loaned  outside  of  Canada. 

At  the  present  time  large  blocks  of  the  bonus  stock  of  Rio  de  Janeiro, 
Mexican  Heat  &  Power  and  Illinois  Tractions   are  held  by  Canadian 
banking  and  insurance  interests,  and  all  the  force  which  these  institu- 
tions can  summon  from  brokers,  newspapers,  etc.,  are  being  i^xerted  to 
unload  this  stuff  .tn  the  public.    Monthly  reports  of  these  foreign  com- 
panies are  being  manipulated  so  that  unearned  dividends  may  be  paid. 
The  financial  sheets  of  the  newspapers  are  filled  with  all  sorts  of  reports, 
and  every  effort  is  being  made  to  induce  the  public  to  come  in  and  buy. 
After  they  have  bought,  the  stock  wiU  fall  back  where  it  belongs,  as 
did  Dominion  Coal  and  Dominion  Steel  and  other  flotations  which  were 
-worked  off  in  the  same  way.    During  the  last  month  there  was  so  much 
money  diverted  from  the  legitimate   interests  of  the  country  to   the 
support  of  this  stock  movement  that,  together  with  the  large  sums 
which  were  shipped  out  of  the  country  in  the  month  of  July,  the  pinch 
of  scarce  monoy  was  beginning  to  be  felt  throughout  the  country  again. 
It  is  most  ridiculous  for  these  financiers  who  are  responsible  for  the 
exportation  of  Canadian  funds  and  for  such  excessive  flotation  of  for- 
eign securities  to  say  that  Canaia  does  not  need  this  money.    Every 
business  man  knows  that  this  is  not  so.    Every  municipal  council  knows 
that  it  is  not  so.    Last  year  no  less  than  $4,320,909  of  municipal  bonds 
for  which  a  bid  had  been  asked  had  to  be  withdrawn  from  the  market 
because  of  the  ridiculously  low  prices  offered.     Besides  t^^se  bonds 
that  were  actually  offered  and  had  to  be  withdrawn,  some  $18,000,000 
more,  which  should  have  been  placed,  had  to  be  withheld  and    the 
municipalities  forced  to  pay  a  heavy  rate  of  interest  on  overdratto, 
which  had  been  created  in  order  to  complete  improvements  already 
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started.    A  short  time  ago  Mr.  G.  J.  Kinnaird,  City  Commissioner  for 
Edmonton,  wrote  as  follows  to  the  "Monetary  Times" :— 

"  Canadian  municipal  debentures  are  practically  going  i  gmg 
for  purchasers  at  an  abnormally  high  rate  of  interest,  and  money  tor 
municipal  improvements  is  costing  more  than  money  is  actually  worth. 
"Canadian  progress  is  generally  being  crippled  and  retarded 
because  Canadian  capital  is  insufficient  for  its  development,  and  Bri  isn 
and  foreign  capital,  which  might  be  secured  to  make  good  this 
deficiency,  is  being  directed  into  other  channels."  ,  ,,    .   „   .  .^ 

These  municipalities  should    waken  up  to  the  fact  that  a  lew 
financiers  at  the  head  of  our  large  banks,  insurance,  loan    and  trust 
companies  are  getting  such  control  of  the  money  of  the  country  and 
the  machinery  bv  which  foreign  capital  is  brought  in  that  they  are  able 
to  thwart  the  will  of  the  people  in  the   matter  of  municipal  impro^- 
ments  and  municipal  ownership  to  the  advantage  of  their  fiends  who 
are  looking  for  valuable  municipal  franchises  and  privileges.     W  nai 
encouragement  do  we  offer  to  foreign  capital  to  come  into  o"r  cou^  ry 
when  millions  of  our  own  savings  are  being  shipped  out  to  be  invested 
in  New  York,  London  and  Chica-o,  and  while  we  are  throwing  our  own 
municipal  securities  overboard,  as  the  writer  ^^jll  « V,^  ^^t^//^" ^^^^f.^^^ 
to  buy  the  securities  of  traction  concerns  in  the  United  States,  South 
America,  Mexico  and  other  foreign  countries?     In  the  "Province. 
Vancouver,  Nov.  5th,  Mr.  R.  E.  Gosnell  stated,  upon  returning  from 
England  that  he  had  often  been  met  with  the  question  as  to  why  Cana- 
dians did  not  more  freely  invest  in  their  own  enterprises,  instead  ot 
sending  their  money  to  New  York,  to  Cuba,  to  Brazil   or  to  Mexico 

The  encouragement  and  opportunity  which  the  banks  have  given 
for  capitalization  and  flotation  has  done  much  to  retard  the  proper 
development  of  the  country's  natural  resources.  Anyone  who  had  to 
do  with  the  early  history  of  Cobalt  will  tell  you  how  impossible  he 
found  it  to  get  any  accommodation  from  the  banks  for  development 
purposes.  But  as  soon  as  a  broker  or  lawyer  had  secured  an  option  on 
his  property  with  the  object  of  turning  it  into  an  excessively  capital- 
Tzed  company  with  the  intention  of  unloading  the  stock  on  the  pubbc 
the  banks  readily  advanced,  for  the  purpose  of  carrying  out  the  terms 
of  the  option  and  marketing  the  stock,  many  times  the  amount  which 
would  have  been  necessary  to  properly  develop  the  mine.  Instead 
of  development  there  was  overcapitalization  and  wild  speculation  in 
stocks  Large  fortunes  were  made,  not  by  what  was  taken  out  of  the 
mines,  but  from  the  sale  of  stock  certificates  to  the  innocent  and 
unsuspecting  public,  which  certificates  in  the  majority  of  cases  have 
proved  worthless,  and  often  purely  fraudulent  ,      ,„„ 

The  result  was  that  the  people  lost  heavily,  and  proper  develop- 
ment of  the  camp  was  very  much  retarded. 

Did  the  public  but  know  the  assistance  which  a  number  of  our  large 
banks  both  directly  and  indirectly  gave  to  the  excessive  capitalization 
and  wild  speculation  in  Cobalt  and  the  manner  in  which  many  bank 
managers  and  directors  profited  by  this  disgraceful  performance,  in 
which  the  public  were  heavy  losers,  they  would  not  be  Icng  moving  in 
the  direction  of  a  change  both  in  the  administration  and  the  system  of 

our  banking.  „  ,      ,  ■  ^        •_  *i,^ 

Another  very  undesirable  feature  of  our  banking  system  is  the 
lack  of  some  requirement  regarding  reserves  of  legal  <«nder.  Aecord- 
ine  to  the  last  monthly  statement,  if  all  the  holders  of  Canadian  bank 
bills  asked  for  the  redemption  of  this  paper  in  legal  tender,  as  they 
have  a  right  to  do,  and  all  the  depositors  demanded  the^  Payment  of 
their  deposits  in  like  tender,  as  they  also  have  a  right  to  do  the  whole 
of  GUI  Canadian  banks  would  be  forced  to  close  their  doors  before  they 
had   paid  much   more   than   five   per   cent,  of  these   demands.       At 
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times  the  holdings,  in  legal  tender,  of  the  banks  are  considerably  lower 
tE  at  othe«  Ako.  the  holdings  of  some  banks  are  much  lower  th«j 
other?  Canadian  banks  hold  the  smallest  amount  of  legal  tender  of 
^y  bani  in  the  world,  hence  our  financial  system  is  the  °>oft  hazard- 
J^  of  any  in  existence.  The  public  grants  the  banker  a  greater  credit 
Zhis  reputation  than  the  banker  would  grant  the  farmer,  the  manufac- 
turer or  the  merchant.  A  statement  for  credit  from  one  of  these  with  a 
sS'wing  of  $12,000  capital  and  $100,000  mdebtedness,  nearly  all  of 
which  is  due  on  demand,  would  not  be  regarded  by  a  good  banker  as 
Sly  "gilt-edged,"  and  yet  this  is  a  .better  statement  than  the 
average  banker  offers  of  his  conditions  to  the  public. 

The  reason  for  this  condition  is,  of  course,  that  our  laws  do  not 
require  banks  to  keep  a  reserve  against  either  bank  notes  or  deposits 
Is  do  the  laws  of  most  other  countries,  and  our  ^^"kers,  greedy  for 
earnings  and  profits,  invest  their  funds  to  a  very  small  margin.    This 
toge  hS  wUh^the  fact  that  they  have  the  right  to  circulate  their  no  es 
whhout  anv  tax  or  cost  such  as  exists  in  other  countries,  f^^^un^  ^J 
The  handsome  profits  earned  by  the  banks,  and  e^^bles^them  to  dis- 
tribute large  dividends,  even  after  paying  princely  salaries  to  their 
managers  and  directors,  and   charging  up,  as  expense   instead  of  to 
SalTccount   a  large  part  of  the  cost  of  the  magnificent  and  costly 
banfbui  ri'tSe>  are  erecting.    Even  during  times  of  ««"««  mcmey 
when  the  wheels  of  industry  are  standing  still  0V"T°^W  n^e  dur 
the  want  of  proper  financial  accommodation,  as  has  been  the  case  dur- 
ing the  last  year,  the  Canadian  Bank  of  Commerce  can  spend  between 
;«Vand  three  millions  of  dollars    in  erecting  a  palace    which    shall 
r  commodate  nothing  more  than  its  Montreal  ^-nch  and  business^ 

"'^  "r'et  th^sCildlng'^get^  w"hT/^n^ 
^HhT'^nVo  'Mo"ir"at  Zle^^n  the  Government  bank  statement 
valued  at  only  $600,000.    The  difference  ^'.^tween  th,s  amoun^^  and  the 
actual  cost  of  these  buildings  has  been  paid  for  out  of  profis  instead 
nfVanital  account     What  a  contrast  does  the  Bank  of  England,  with 
fver$6So  So  000  of  assets  and  nearly  $200,000,000  of  gold  reserve, 
Cised  behind  walls  that  in  appearance  are  little  better  than  our  com- 
mon fails  offer  to  the  gilded  palaces  of  some  of  our  Canadian  banks. 
Whv  IS  ii  necessary  for  our  Canadian  banks  to  pay  salaries  to  their 
manager^  ranging  from  twenty-five  to  fifty  thousand  dollars  a  year 
whenTe  Bank  of  England  pays  to  its  highest  salaried  officer  two 
Tho^^and  pounds,  or  lei  thaJ  ten  thousand  dollar,   ayear   and  the 
Imperial  Bank  of  Germany,  with  assets  of  over  $600,000,000,  pays  to 
its  manager  only  $15,000  a  year.  Fieldine 

Snace  will  not  permit  here  of  a  complete  review  of  the  Field mg 

'■"^^^"mot  the  B.Bk  Art  aulhorizM  the  Banker'  A»oci.tion 
"if  .^trau.penarp.yMent  in  .pecie  or  D.«f  nio°X1„°.uSi« 

^^t:s  S:'  r  "'fa w  i:^^  '«= - 

«""'T\Tl;???e'w^tdi,twofofthe  affair,  of  a  aefunet  h«.k 
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than  they  would  bear  if  the  assets  were  disposed  of  by  an  independent 
curator  to  the  best  advantage. 

Another  advantage  is  that  it  enables  the  banks  to  so  arrange  mat- 
ters that  they  are  able  to  control  the  whole  winding  up  procedure.  They 
have  the  naming  of  the  counsel  who  makes  application  to  the  courts  for 
a  winding  up  order  and  they  have  the  appointment  not  only  of  the 
curator  but  also  the  liquidator.  One  of  the  cruelest  mockeries,  to  which 
honorable  citizens  could  be  submitted,  occurred  at  the  meeting  of  the 
Ontario  Bank  shareholders  the  other  day  when  the  chairman  endeavored 
to  have  the  liquidator  which  had  been  chosen  by  the  Bank  of  Montreal, 
endorsed  by  the  shareholders.  But  the  enedavor  was  detected  and' 
shareholders  left  the  meeting  in  disgust.  There  seems  to  be  no  lack  of 
evidence  to  show  that  the  shareholders  of  both  the  Ontario  and  Sovereign 
banks  have  been  unmercifully  fleeced  in  the  winding  up  proceedings 

A  great  deal  has  been  said  of  the  assistance  which  the  other  banks 
gave  the  Sovereign  Bank  at  the  time  it  failed.  But  the  facts  of  the 
case  go  to  prove  just  the  contrary.  In  fact,  if  the  returns  which  Mr. 
Jarvis,  the  then  President,  and  Mr.  Jemmitt,  the  then  General  Manager, 
made  to  the  Government  are  correct,  they  show  conclusively,  not  only 
that  no  assistance  came  from  the  other  banks,  but  that  these  banks 
themselves  were  largely  the  cause  of  the  failure,  and  further,  there 
was  less  need  for  the  Sovereign  Bank  going  into  liquidation  when  it 
did  than  there  was  for  five  other  banks. 

At  the  meeting  of  shareholders  of  the  Sovereign  Bank,  which  was 
held  in  Toronto  last  March,  Mr.  Jemmitt,  General  Manager,  among 
other  things  said  as  follows: — 

"During  the  months  of  October,  November  and  December  no  less 
than  $1,500,000  was  withdrawn  from  our  deposits,  the  amount  on 
deposit  on  September  30th  being  $12,712,000,  whilst  on  December  Slst 
it  was  $11,213,000.  Besides  this,  there  was  a  reduction  in  circulation 
which  on  September  30th  stood  at  $2,076,000,  December  31st  $1,988,000' 
and  on  January  16th,  $1,697,000,  so  that  on  the  one  hand  we  had  the 
impossibility  of  realization,  and  on  the  other  large  withdrawals  of 
deposits  and  redemption  of  circulation.  We  found  ourselves,  there- 
fore, at  the  beginning  of  January  with  our  cash  reserve  depleted,  and 
no  relief  in  sight." 

First  I  will  show,  from  Mr.  Jarvis 's  own  figures  in  his  monthly 
returns  to  the  Government,  that  what  depletion  did  take  place  during 
these  three  months  was  largely  due  to  the  action  of  the  banks  them- 
selves, and  second,  that  on  the  1st  of  January  their  ca.sh  reserves  were 
far  from  being  depleted;  in  fact,  in  this  respect  they  were  better  oflf 
than  five  other  banks. 

On  September  30th,  1907,  the  affairs  of  the  Sovereign  Bank  stood 
as  follows : — 

Liabilities. 

Bank's  notes  outstanding $  2,076,005 

Deposits   12,375i010 

Balance  due  other  Canadian  banks 12,950 

Balance  due  British  banks  1,049,730 

Balance  due  United  States  banks 1.724,926 

Balance  due  Provincial  Government 339,495 

Total  $17,578,116 

Assets. 

Specie  on  hand $  150,289 

Dninininn  nntes  nn  hand 946,061 

Deposit   with   Dominion   Government 120,000 

Notes  and  checks  on  other  banks  in  Canada 600,490 

Balance  due  from  other  banks  in  Canada 300,669 

Stocks  and  bonds  owned 2,281,439 
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Current  and  call  loans 15,440,616 

Real  estate  85,849 

Bank  premises  498,372 

All  other  assets 195,316 

Total  $20,619,110 

On  December  3l8t,  1907,  the  aflfairs  of  the  bank  stood  as  follows: — 

Liabilities. 

Bank's  notes  outstanding $  1,988,585 

Deposits  11,002,694 

Balance  due  other  Canadian  banks 7,624 

Balance  due  British  banks 903,855 

Balance  due  United  States  banks 2,058,836 

Balance  due  Provincial  Government 212,812 

Total  .$16,174,406 

Assets. 

Specie  on  hand $     114,882 

Dominion  notes  on  hand 549,213 

Deposit  with  Dominion  Government 120,000 

Notes  and  checks  against  other  banks  in  Canada 571,260 

Balance  due  from  other  banks  in  Canada 226,077 

Stocks  and  bonds  owned 2,271,734 

Loans   14,476,268 

Real  estate   130,232 

Bank  premises  510,535 

All  other  assets 248,537 

Total $19,218,738 

An  examination  of  these  figures  will  fail  to  show  where  other 
banks  gave  the  Sovereign  Bank  any  assistance  whatever;   on  the  con- 
trary, they  show  that  the  other  banks  actually  reduced  their  accommo- 
dation during  these  three  months.    It  is  true  that  there  was  a  with- 
drawal of  deposits  to  the  extent  of  $1,372,316,  but,  on  the  other  hand, 
during  the  same  time  there  were  receipts  from  the  calling  in  of  loans 
and  selling  of  securities  of  $1,079,875.    In  the  natural  course  of  events 
a  heavy  withdrawal  of  deposits  would  mean  an  increase  in  the  note 
circulation  of  the  bank,  yet  we  find  that  in  this  case  there  was  a  marked 
decrease.    During  the  same  three  months  the  deposits  of  the  Bank  of        ^^ 
Montreal  fell  off- to  the  extent  of  $12,953,454,  yet  the  note  circulation  g^,^  ^,^,^^ 
of  this  bank  did  not  decrease.    On  the  contrary,  there  was  a  decided  Had  In  Thia 
increase.    The  same  was  also  true  of  the  Imperial  Bank,  the  Bank  of  Fallur* 
Commerce  and  a  number  of  others.    The  only  case  in  which  there  could 
be  a  decrease  in  note  circulation  under  heavy  withdrawals  of  deposits 
would  be  where  the  public  has  some  suspicion  of  the  bank's  weakness 
and  demand  repayment  of  their  deposits  in  legal  tender — that  is, 
specie  and  Dominion  notes.    But  the  public  knew  nothing  of  the  Sover- 
eign Bank's  condition  until  the  morning  after  it  was  swallowed  up  by 
a  few  of  the  larger  banks,  and  the  writer  has  yet  to  learn  of  one  depos- 
itor who  requested  payment  in  legal  tender.    On  the  other  hand,  it 
would  be  an  easy  matter  for  the  banks,  with  their  monopolistic  con- 
trol, to  quietly  discriminate  against  the  notes  of  this  bank,  so  that  it 
would  be  impossible  for  it  to  keep  them  in  circulation.     Furthermore, 
it  would  be  an  easy  matter  for  these  larger  banks  to  deprive  any  one 
or  more  banks  of  its  legal  tender  by  beginning  to  hoard  specie  and 
Dominion  notes    when    there  was    so  small  a  supply  of   this  in  the 
country  as  there  was  last  September  after  the  heavy  exportation  of 
coin  and  bullion  that  had  been  going  on  for  the  two  or  three  months 
just  previotM.    And  this  is  exactly  what  happened.    One  large  bank 
alone  increased  its  holdings  of  specie  by  over  $600,000  and  its  holdings 
of  Dominion  notes  by  over  $800,000  during  these  three  months. 
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But  one  of  the  most  audacious  acts  on  the  part  of  a  monopoly  and 
the  greatest  breach  of  trust  on  the  part  of  a  board  of  directors  that  has 
ever  been  known  in  Canada  was  perpetrated  when  the  management  of 
the  Sovereign  Bank,  in  collusion  with  some  thirteen  other  banks, 
declared  the  latter  insolvent  and  drew  up  an  agreement  by  which  all 
that  was  of  any  value  in  the  condemned  institution  was  transferred  to 
these  thirteen  banks,  with  no  consideration  whatever  for  the  business 
or  good-will  of  the  strangled  institution.  The  shareholders  of  the 
Ontario  Bank  fared  better  than  this.  For  a  business  little  more  than 
three-fourths  the  size  of  the  Sovereign  Bank's  they  received  the  paltry 
sum  of  $150,000.  Some  of  the  parties  to  this  transaction  have  received 
more  than  this  amount  as  thpir  fee  for  bringing  into  existence  a  new 
industrial  or  traction  company,  and  in  several  instances  more  than  half 
this  amount  has  been  paid  them  for  the  flotation  of  a  Cobalt  compi  y. 
But  the  money,  which  had  been  provided  by  the  shareholders  of  ae 
Sovereign  Bank  to  build  up  an  institution  until  it  had  over  tw.  ty 
million  dollars  of  assets  and  over  eighty  branches,  was  sacrificed  by 
collusion  between  an  untrustworthy  directorate  and  a  grasping 
monopoly  before  the  shareholders  had  an  opportunity  of  passing  upon 
it  or  even  knowing  of  it.  Not  only  so,  but  the  banks  to  which  these 
spoils  were  given  were  allowed  six  months  in  which  to  examine  their 
gifts,  and  if  in  that  time  they  discovered  in  them  anything  that  might 
carry  a  liability,  they  had  the  privilege  of  charging  back  this  liability 
to  be  paid  by  the  helpless  shareholders.  The  banks  seemed  to  have 
acted  upon  this  agreement  at  once,  although  the  Bank  Act  requires  that 
such  an  agreement  "shall  not  have  any  force  or  effect"  until  it  has 
been  ratified  by  a  two-thirds  vote  of  the  shareholders  at  an  annual  or 
special  meeting  called  for  the  purpose  and  further  approved  by  the 
Governor  in  Council.  A  meet'rg  of  the  shareholders  was  not  called 
until  nearly  two  months  afterwards.  In  the  meantime  a  supplementary 
agreement  was  made  by  which  the  number  of  trustees  mentioned  in  the 
former  agreement  was  reduced  from  three  to  one,  viz.,  the  curator  of 
the  Canadian  Bankers'  Association.  So  little  did  the  management  con- 
sider the  shareholders'  rights  in  this  matter  that  at  the  special  meeting 
which  was  afterwards  called  they  did  not  consider  it  necessary  to  read 
the  whole  agreement  until  the  shareholders  insisted  on  them  doing  so. 

All  this  was  done  apparently  without  the  Finance  Minister  taking 
any  con  .rn  whatever  about  it  or  attempting  to  see  that  the  law  was 
being  complied  with,  the  writer  does  not  know  of  another  country  in 
which  a  shareholders'  meeting  of  a  defunct  bank  would  be  held  with- 
out there  being  present  at  the  meeting  a  representative  of  the  Govern- 
ment. But  such  events  as  these  seem  to  give  our  Government 
and  Finance  Minister  little  concern.  The  writer  some  time  ago 
made  application  to  the  Finance  Minister's  Department  for  some 
.'igures  and  information  concerning  the  banks  that  have  failed  dur- 
ing the  last  seven  or  eight  years  and  was  informed  that  no  records 
whatever  of  the  winding-up  proceeding  had  been  kept  by  the  Gov- 
ernment, lie  was  referred  to  the  Secretary  of  the  Canadian  Bankers' 
Association,  who,  needless  to  say,  would  give  no  information  whatever. 
Judging  from  the  manner  in  which  the  Finance  Minister  has  acted 
in  regard  to  the  many  bank  failures  that  have  occurred  during  his 
regime,  there  is  no  hope  of  the  shoreholders  getting  any  assistance 
from  or  redress  through  him  against  the  banking  monopoly  which 
he  has  created.  Their  only  hope  lies  in  an  appeal  to  the  Provincial 
Department  of  Justice. 

At  the  meeting  of  the  shareholders  of  the  Sovereign  Bank  above 
mentioned  a  motion  was  submitted  asking  for  a  Government  investiga- 
tion into  the  cause  of  the  failure  of  the  bank  and  the  manner  in  which 
its  assots  had  been  transferred  to  the  other  banks.  But  the  President 
refused  to  put  the  motion.    After  the  meeting  he  admitted  that'he  held 
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proxies  for  the  stock  controlled  by  the  New  York  firm  of  J.  P.  Morgan 
&  Co.,  and  further  stated  that  if  a  resolution  regarding  a  Government 
inquiry  had  been  forced  upon  him  at  the  meeting  he  would  have  exer- 
cised his  voting  power  by  proxies. 

It  is  pretty  well  known  that  the  former  General  Manager,  Mr.  D. 
M.  Stewart,  personally  profited  by  gifts  of  bonus  stocks,  which  were 
the  inducements  held  out  for  large  loans  of  the  bank's  funds  on  specu- 
lative securities.  After  Mr.  Stewart  left  the  Sovereign  Bank  he  es- 
tablished a  brokerage  business  in  Montreal.  The  following  is  a  copy  of 
one  of  his  advertisements : 


StmMufs 
Part 


Write  for  Special  Circular  on 

BONUS    STOCKS 

Post  free  on  application 


D.  M.  STEWART  &  CO., 


151  St.  James  Str««t 


MONTREAL 


It  is  also  known  that  Mr.  Aemilius  Jarvis,  who  played  the  foremost  ^^  j^ryfn- 
part  in  the  transfer  of  the  Sovereign  Bank's  assets  to  the  other  banks  p^ 
and  who  presided  at  the  above-mentioned  shareholders'  meeting  and 
ruled  out  the  motion  for  a  Government  investigation,  accompanied  Mr. 
D.  M.  Stewart  on  a  trip  to  Europe  when  he  went  there  to  find  a  market 
for  the  bonds  of  some  of  the  new  flotations  on  which  the  Sovereign 
Band  had  embarked.  It  is  also  known  that  the  firm  of  J.  P.  Morgan  & 
Co.  advanced  the  Sovereign  Bank  large  sums  of  money,  and  it  is  only 
right  that  the  shareholders  should  know  what  part,  if  any,  these  men, 
together  with  other  directors,  had  in  the  wrecking  of  their  bank  and 
in  the  transferring  of  its  assets.  But  through  the  collusion  of  the  man- 
agement with  an  important  section  of  the  Bankers'  Association  and  the 
indifference  of  the  Finance  Minister  towards  the  whole  disgraceful 
affair  the  matter  has  been  kept  pretty  well  covered  up.  Just  before 
going  to  press  it  has  been  announced  that  a  warrant  has  beer  issued 
for  Mr.  D.  M.  Stewart  for  making  false  statements  to  the  Government 
when  he  was  general  manager,  and  that  the  charge  is  based  on  pur- 
chases made  by  the  bank  of  its  own  stock  to  the  extent  of  $600,000. 
The  warrant  has  not  yet  been  executed,  for  the  reason  that  Mr.  Stewart 
is  out  of  the  country!  It  is  very  peculiar  that  such  action  on  the  part  *  ""■l^J't 
of  the  Finance  Minister  should  be  delayed  for  almost  a  year  and  a  •••P«»'""*'» 
half,  during  which  time  $1,000,000  of  the  bank's  stock  had  been  written 
off.  One  of  the  oddest  features  of  Mr.  Stewart's  disappearance  is  that 
the  most  recent  militia  orders  from  Ottawa  announce  that  "leave  of 
absence  with  permission  to  travel  abroad  has  been  granted  as  follows : 
Lieut.-Col.  D.  M.  Stewart,  13  Scottish  Light  Dragoons,  from  the  Ist 
inst.  to  the  30th  November  next." 

On  a  previous  page  two  statements  of  a  serious  and  startling  nature, 
which  deserve  some  amplification,  have  been  made.  One  was  to  the 
effect  that  a  few  large  banks,  instead  of  assisting  the  Sovereign  Bank, 
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had  pursued  a  policy  which  was  actually  strangling  it.  The  other  was 
that  some  of  these  same  banks  stepped  in  and  declared  their  victim 
insolvent  while  it  was  yet  in  a  much  more  solvent  condition  than  soma 
five  other  banks  which  had  also  suffered  by  this  strangulation.  The 
reason  for  this  hasty  execution  evidently  was  that  if  the  persecution 
had  been  kept  up  much  longer  the  number  of  bank  failures  would  have 
been  more  than  public  confidence  could  have  stood. 

To  prove  these  statements  it  is  only  necessary  to  apply  to  the 
monthly  returns  of  our  Canadian  banks  the  same  test  for  strength 
which  is  applied  every  day  to  the  banks  in  other  countries.  Every 
business  man  must  be  familiar  with  the  anxiety  with  which  business 
and  financial  centres  watch  for  the  weekly  returns  of  the  Bank  of 
England,  the  New  York  Bank  Statement,  the  statement  of  the  Bank  of 
France  and  the  Imperial  Bank  of  Germany.  On  receipt  of  these  state- 
ments the  first  determination  is  to  find  the  percentage  which  the 
reserve  in  legal  tender  bears  to  the  liabilities.  In  the  case  of  the  Bank 
of  England,  if  this  percentape  is  below  40,  trouble  is  anticipated, 
because  the  discount  rate  is  sure  to  be  raised  by  the  bank  in  order  to 
protect  its  gold  reserve.  In  fact,  the  Bank  of  England  generally  keeps 
a  reserve  of  about  50  per  cent,  of  its  liabilities,  and  seldom  allows  it  to 
go  as  low  as  40  per  cent,  before  taking  steps  to  protect  and  strengthen 
its  reserves.  In  the  case  of  the  New  York  banks,  if  the  percentage  of 
reserves  to  liabilities  is  nearing  25,  the  business  man  knows  that  loans 
will  be  called  in  and  further  accommodation  refused,  and  that  tight 
money  is  sure  to  follow.  The  laws  of  the  United  States  require  that 
National  banks  in  places  such  as  New  York  and  some  thirty  other  large 
cities  shall  keep  "at  all  times  on  hand  in  lawful  money"  an  amount 
equal  to  25  per  cent,  of  the  deposits,  while  all  other  National  banks 
must  keep  a  reserve  of  at  least  15  per  cent,  three-fifths  of  which  might 
be  deposited  in  reserve  city  bjinks. 

The  last  statements  to  hand  show  that  the  following  banks  hold 
the  following  proportion  of  reserves  to  their  liabilities: — 

Bank  oi  England,  August  26th,  1908 57.6 

New  York  Associated  Banks.  August  29th.  1908 29.6 

Imperial  Bank  of  Germany,  August  7th,  1908 52.3 

Bank  of  France,  August  13th,  1908 74.7 

Examining,  in  this  way,  the  strength  of  the  different  Canadian 
J,,,  banks  from  the  Government  returns  on  September  30th.  1907,  the  date 

WeatuiMS  of  on  which,  according  to  Mr.  Jemmitt,  the  affairs  of  the  Sovereign  Bank 
Canadian  began  to  grow  serious;  December  31st,  1907,  or  the  return  just  before 
Banks  the  bank  was  declared  insolvent,  and  July  31st,  1908,  or  the  last  bank 

statement  to  hand,  it  is  found  that  the  percentage  of  reserves  in  legal 
tender  holdings  to  liabilities  of  each  Canadian  bank  is  as  follows : — 

Percentage  of  reserve  to  liabilities  on 
Bank.  Sept.  30th, 

1907. 

Imperial  Bank  of  Canada 21.0 

Bank  of  Nova  Scotia 14.6 

Royal  Bank  of  Canada 13,3 

Dominion   Bank    11.4 

Union  Bank  of  Canada 10.5 

Merchants'  Bank  of  Canada 9.9 

Bank  oi  Hamilton 9.6 

Traders  Bank  of  Canada 9.6 

Union  Bank  of  Halifax 9.3 

Farmers'  Bank  9.0 

Canadian  Bank  of  Commerce 8.9 

Bank  of  Toronto 8.7 

Bank  of  Ottawa 8.6 

Molsons  Bank  8.5 


Dec.  31st, 

July3l8t, 

1907. 

1908. 

18.9 

19.4 

19.2 

14.6 

14.5 

13.4 

14.4 

13.5 

10.1 

10.5 

10.1 

10.1 

10.0 

9.6 

10.5 

10.6 

9.9 

10.9 

8.4 

7.7 

9.3 

12.4 

9.1 

12.1 

7.8 

12.9 

8.2 

9.2 
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Bank  of  New  Bninswiok 8.3  9.3  Itl 

Bank  of  Montwal 8.0  8.8  7.7 

Eastern  Townships  Bank 7.9  7.4  IS 

Stirling  Bank  of  Canada 7.8  9.6  9.6 

Crown  Bank  of  Canada 7.7  7.5  fi.6 

Bank  of  British  North  America 7.7  10.2  7.9 

Metropolitan  Bank  7.5  10.6  7.0 

Quebec  Bank    7.4  7.7  &8 

Banque  Nationale   6.6  4.8  7.6 

Sovereign  Bank  6.2  4.1  Failed 

Standard  Bank    5.7  6.5  1.9 

Northern  Bank  5.4  9.5  • 

Banque  de  Hochelaga 5.2  5.4  9.0 

Home  Bank    4.9  5.7  8.1 

St.  Stephens  Bank 4.9  5.6  4.9 

Banque  de  St.  Jean 4.7  2.3  Failed 

Banque  de  St.  Hyacinthe 3.2  3.2  Failed 

United  Empire  Bank  of  Canada. ..  1.6  1.2  1.9 

Banque  Provincial  de  Canada 1.2  1.3  1.7 

Western  Bank  of  Canada 1.2  1.5  1.4 

Average    93  10.1  10.4 

As  stated  before,  these  are  the  lowest  percentages  of  reserves,  or 
holdings  in  legal  tender  to  liabilities,  that  are  to  be  found  iu  the  banks 
of  any  country. 

From  the  foregoing  it  will  be  seen  that  on  September  30th  the 
Sovereign  Bank  was  in  a  comparatively  strong  position,  notwithstand- 
ing the  strain  to  which  it,  together  with  many  other  banks,  must  have  MMmm  •» 
been  subjected  by  the  large  amounts  of  coin  and  bullion  that  had  been  '•"•  "■» 
shipped  out  of  the  country  during  the  three  previous  months.  But 
when  this  was  followed  by  a  movement  of  the  larger  banks  to 
strengthen  their  reserves  by  hoarding  what  coin  and  Dominion  notes 
were  left  in  the  country,  the  Sovereign  Bank,  with  many  others, 
showed  signs  of  weakening.  On  December  3l8t,  a  few  days  before  it 
was  declared  insolvent,  it  still  had  in  its  treasury  $114,882  in  coin  and 
bullion  and  $549,213  of  Dominion  notes,  and  was  still  able  to  liquidate 
in  legal  tender  4.1  per  cent,  of  its  liabilities,  which  was  a  much  better 
showing  than  five  other  banks  could  make  at  that  time,  or  than  four 
could  make  on  the  31st  of  last  July. 

It  is  true  that  many  irregularities  and  much  extravagance,  dishon-  Mr. 
esty  and  graft  has  been  discovered  in  connection  with   many  of  the  Fl«ldlii«'« 
banks  that  have  failed.    But  there  is  also  no  lack  of  evidence  to  show  J^IJJ'JjJJJ;^ 
that  an  investigation  into  the  affairs  of  many  of  the  surviving  banks 
would  reveal  a  state  of  affairs  equally  revolting.    This  condition  has 
been  largely  created  during  the  last  eight  or  nine   years,  and  is  due 
to  the    unwise    banking    legislation  and  lax    administration  of  the 
Finance  Minister. 

The  strengthening  of  bank  reserves  is  not  a  master  to  be  con-  Untimely 
demned.    But  the  great  mistake  with  Canadian  banks  is  the  time  they  fij^^Jf*"*^ 
choose  to  do  this  strengthening.    They  begin  to  hoard  legal  tender  just  il^n^ 
when  they  should  be  letting  it  out  to  meet  the  country's  needs.    As 
soon  as  the  demand  slackens  and  money  becomes  cheap  the    banks 
embark  on  all  sorts  of  flotations  and  speculative  ventures,  so  that  when 
the  demand  returns  again  much  of  the   banks'  assets  are  tied  up  in 
securities  on  which  they  find  it  difficult  and  often  impossible  to  realize. 
Another  reason  for  the  hoarding  of  coin  an3  bullion  during  hard  times 
is,  in  such  times  the  banks  are  able  to  lend  their  coin  and  bullion  to 
good  advantage  in  such  markets  as  New  York,  while  the  scarcity  of 
such  tender  here  will  create  greater  demand  for  the   bank  is  unpro- 
tected paper  money.    A  law  similar  to  that  found  in  other  countries 

•  Amalganuitcd  with  the  Crown  Bank 
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compelling  the  banks  to  keep  a  reasonable  holding  in  legal  tender  and 
at  the  same  time  placing  bank  notes  on  a  proper  reserve  basis  would 
correct  these  and  other  evils  in  our  banking  system. 

Some  time  ago  a  branch  of  the  Royal  Mint  was  established  at 
Ottawa  at  a  considerable  cost  to  the  people  of  this  country.  Up  to  a 
few  days  ago,  when  the  writer  visited  it,  not  one  dollar  of  gold  had 
been  coined  and  only  a  small  amount  of  silver  and  copper.  Its  main 
purpose  seemed  to  be  to  make  souvenir  collections  of  Canadian  silver 
and  copper  coins,  which  are  put  up  neatly  in  velvet  cases  and  sold  for 
more  than  double  the  value  of  the  coins  they  contain.  At  present  silver 
bullion  can  be  bought  for  about  fifty  cents  an  ounce,  at  which  price 
our  coins  represent  about  twice  the  value  of  the  silver  in  them.  If  Mr. 
Fielding  was  at  all  desirous  of  conducting  his  department  to  the 
country's  advantage,  he  would  avail  himself  of  the  present  low  price 
of  this  metal  to  provide  the  country  with  a  fair  supply  of  coin.  Such 
a  policy,  while  saving  the  country  much,  would,  at  the  same  time,  assist 
the  Canadian  producers  of  this  bullion.  But  with  the  banking  policy  of 
the  country  so  completely  in  the  hands  of  a  few  bankers,  we  need  not 
expect  our  mint  to  amount  to  much  more  than  a  manufacturer  of 
souvenirs  and  toys. 

The  history  of  the  other  bank  failures  during  the  Fielding  regime 
is  pretty  much  the  same  as  that  of  the  Sovereign  Bank.  But  it  will  be 
instructive,  and  will  throw  some  further  light  upon  this  wonderful 
banking  system  of  ours  to  review  a  few  of  the  salient  points  in  con- 
nection with  the  most  important  of  these  failures. 

Le  Banque  Ville  Marie  tailed  July  25th.  1899,  and  was  finally 
wound  up  about  the  end  of  1905.  The  total  claims,  including  those  of 
depositors,  noteholders  and  others,  amounted  to  $1,364,000.  The  sum 
of  $764,000  was  realized  from  the  sale  of  all  the  a.ssets,  and  $96,000  was 
collected  from  shareholders  on  account  of  their  double  liability; 
$550,000  was  paid  to  noteholders  to  redeem  the  bank's  notes;  $14,000 
was  paid  to  privileged  claimants;  $33,000  went  to  defray  the  expense 
of  liquidation  and  law  costs,  and  the  balance  of  $245,000  or  about  30 
cents  on  the  dollar,  was  paid  to  the  remaining  creditors,  including 
depositors.    Two  points  of  particular  importance  should  be  noticed. 

First — The  Banking  Act  restricts  the  amount  of  notes  which  a 
bank  may  have  in  circulation  at  any  time,  to  the  amount  of  its  paid-up 
capital.  The  paid-up  capital  of  the  above  bank  was  $.500,000,  yet  at 
the  time  it  failed,  and  for  a  considerable  period  before,  its  outstanding 
notes  exceeded  this  sum.  This  was  managed  by  making  false  returns 
to  the  Government,  and  since  the  Government  makes  no  effort  to  verify 
the  correctness  of  the  bank  returns  made  to  it,  the  breach  of  the  Bank- 
ing Act  was  not  discovered. 

Second — One  hears  a  great  deal  about  the  security  which  the 
shareholders'  double  liability  offers  to  depositors  and  other  creditors. 
Here  was  a  bank  with  $500,000  of  fully  subscribed  and  paid-up  capital, 
yet  all  the  liquidators  were  able  to  collect  under  the  double  liability 
clause  was  $96^000.  The  reason  of  this  was  that  about  $200,000  of  the 
stock  was  held  by  the  bank  itself,  and  had  been  bought  up  to  support 
the  price  of  the  stock  in  the  open  market.  The  greater  part  of  the 
remaining  $300,000  was  held  by  people  from  whom  the  double  liability 
could  not  be  collected,  or  at  least  was  not  collected. 

The  Bank  of  Yarmouth  failed  on  the  6th  day  of  March,  1905.  The 
liquidation  is  not  yet  completed.  The  main,  if  not  the  only,  cause  of 
this  failure  was  due  to  large  loans  and  advances  made  to  a  mercantile 
house  with  which  the  bank  was  evidently  in  collusion.  From  time  to 
time  this  mercantile  house  was  allowed  to  overdraw  its  account.  The 
bank  also  cashed  numerous  drafts  against  alleged  sales.  These  drafts, 
althougt\  they  were  returned  unhonored  and  never  paid,  were  held  by 
the  bank  and  certified  as  good.    Such  drafts  at  the  time  of  suspension 
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amounted  to  $249,550.84,  and  the  total  indebtedneas  of  the  firm  to  the 
bank  was  $480,369.67. 

The  next  bank  to  fail  was  the  Bank  of  Ontario,  which  closed  its 
doors  in  October,  1906.  As  the  "Monetary  Times,"  of  Toronto,  bo  weU 
pot  it,  "This  is  the  story  of  as  miserable  a  fiasco  as  contemporary  Cana- 
dian history  affords."  The  condition  of  affairs  was  first  made  known 
to  the  public  through  a  clerk,  whose  conscience  would  not  permit  him 
to  shield  the  manager  longer.  Before  the  failure  was  made  known  to 
its  shareholders,  the  Bank  of  Montreal  made  a  private  agreement  with 
the  management,  whereby  it  acquired  the  business  of  the  Ontario 
Bank  for  the  paltry  sum  of  $150,000.  That  is,  for  this  sum  it 
bought  a  business  with  over  $12,000,000  of  deposits,  of  which  $3,000,000 
were  deposits  without  interest,  and  a  capacity  for  a  not*  eirculation  of 
over  $1,500,000,  much  of  which  was  of  immediate  value  and  was  largely 
redeemed  by  Montreal  Bank  notes.  The  annual  revenue  from  this 
circulation  alone  would  amount  to  over  $90,000. 

The  cause  of  this  failure  was  due  entirely  to  the  manager  speculat- 
ing with  the  funds  of  the  bank,  which  speculation  began  in  the  latter 
part  of  1901.  To  cover  up  these  he  inflated  the  "current  loans"  in  his 
monthly  statement  to  the  Gtovernment,  and  included  under  the  head  of 
"other  securities"  large  sums  which  had  no  existence.  In  order  to 
protect  the  price  of  the  bank's  stock  in  the  open  market  considerable 
was  purchased  by  the  manager  with  the  funds  of  his  bank.  According 
to  the  statement  presented  by  the  curator  to  the  shareholders  at  their 
last  meeting,  the  losses  of  their  bank  will  amount  to  over  $3,000,000. 
Of  this  sum  $1,784,  403  was  lost  through  the  manager's  speculative  pur- 
chases, and  $230,091.72  by  the  bank  purchasing  its  own  stock. 

Le  Banque  St.  Jean  failed  during  the  latter  part  of  last  April.    It  u  ■wmim 
has  already  developed  that  about  $523,000  of  the  assets  of  this  bank,  set  Wfc  " 
down  in  the  monthly  returns  as  "current  loans,"  are  worthless. 

Le  Banque  St.  Hyacinthe  closed  its  doors  during  the  latter  part 
of  last  June.    The  only  reason,  so  far  known,  for  this  action  is  that  the  U 
bank  found  it  impossible  to  liquidate  its  assets  rapidly  enough  to  meet  **•»  . 
the  demands  upon  it  made  by  its  depositors,  noteholders  and  others.      "»■••"«*• 


PABTn. 

Under  the  present  Administration  there  is  no  use  of  forcing  an 
investigation  into  the  abuses  just  mentioned.  We  know  too  well  what 
happened  in  the  case  of  the  insurance  companies,  where  the  abuses,  as 
will  be  shown  presently,  are  much  worse  to-day  than  they  were  before 
the  investigation. 

It  will  be  three  years  next  February  since  the  Royal  Insurance 
Commission  was  appointed,  and  two  years  since  they  made  their  report 
to  the  Finance  Minister,  and  yet  the  insurance  companies  are  permitted 
to  go  on  grafting,  thieving  and  spending  the  people's  money  even  worse 
than  the;      id  before  the  investigation. 

As  the  investigation  by  the  Commission  proceeded  and  it  became 
known  that  all  the  abuses,  some  of  which  were  most  startling  in  their 
nature,  were  committed  during  the  present  Finance  Mmister's  adminis- 
tration  and   that  over  ninety-five  per  cent,    of  them   followed     as     a 
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result  of  th«  notoriooi  Fielding  Inaurance  Act  of  1899;  farthflnnore,  u 
it  became  known  that  all  these  abuses  had  been  regularly  reported  for 
years  to  the  Superintendent  of  Insurance  by  his  two  faithful  aasiKtanta, 
Messrs.  Blackadar  and  Orant,  and  that  these  reports  had  been  withheld 
from  the  public  and  the  abuses  permitted  to  contiuue,  the  Finaooe 
Minister  excused  himself  by  saying  that  these  abuses  had  never  been 
reported  to  him.  But  what  excuse  has  he  to  offer  now  for 
his  delay  in  amending  his  notorious  Act  of  1899,  or  in  putting  a  stop  to 
these  abuses  f  He  no  longer  can  excuse  himself  on  the  ground  of  ignor- 
ance, for  the  Royal  Commissioners  in  their  report  have  told  him  in 
unmistakuble  terms  the  disgraceful  proceedings  that  are  being  car- 
ried on. 

The  Commission  also  drew  up  certain  amendments  to  the  Act  of 
1899.  which  they  recommended  should  be  made.  But  the  insurance 
Companies,  through  their  well-organized  Association,  protested  against 
such  amendments.  These  protests  were  evidently  listened  to,  for  at  the 
last  session  of  Parliament  the  Finance  Minister  introduced  a  bill  that 
embodied  principles  diametrically  opposed  to  the  recommendations  of 
the  Commission,  and  which  would  leave  the  policyholders  in  a  mueh 
more  helpless  position  than  they  were  before.  Furthermore,  the  bill 
was  intended  to  strike  a  heavy  blow  at  fraternal  and  assessment  assur- 
ance, and  was  calculated  to  give  the  level  premium  companies  a  big 
advantage  over  these  institutions.  On  the  whole  the  Insurance  Bill 
which  the  Finance  Minister  introduced  into  Parliament  last  session  con- 
tained all  the  ear  marks  of  having  been  dictated  by  the  Managers* 
Association  of  the  level  premium  companies.  Protests  were  at  once 
made  by  fraternal  and  assessment  societien  and  their  branches  through- 
out the  country,  until  the  Finance  Minister  began  to  realize  that  the 
people  were  not  going  to  accept  this  part  of  his  measure.  He  then 
announced  that  the  part  of  the  new  bill  dealing  with  fraternal  and 
assessment  assurance  would  be  left  over  until  another  session.  The 
remainder  of  the  bill  passed  its  first  and  second  reading,  and,  in  regu- 
lar course,  came  up  for  consideration  before  the  Banking  and  Com- 
merce Committee,  where  all  parties  concerned  had  a  hearing.  The  pro- 
test raised  here  by  the  policyholders  and  the  arguments  presentd 
against  thf'  bill  indicated  to  the  Finance  Minister  that  it  would  not  be 
well  to  for.  e  it  through  in  face  of  a  general  election  which  would  soon 
follow.  Hence  Parliament  closed  without  the  bill  going  any  farther. 
If  the  Government  is  returned  it  will  be  able  to  give  the  insurance 
companies  a  better  measure  by  claiming  that  they  had  just  been 
returned  by  the  people,  who  passed  upon  their  policy  in  this  matter 
as  well  as  others.  In  the  meantime  it  will  be  to  the  interest  of  the 
insurance  companies  to  do  all  in  their  power  to  see  that  the  present 
Government  is  returned. 

The  Insurance  Commission  cost  the  country  over  one  hundred 
thousand  dollars,  including  a  fee  of  !|s25.000  to  the  counsel  who  con- 
ducted the  inquiry.  Such  a  fee  could  hardly  be  justified  by  the  work 
he  did  for  the  Commission,  especially  since  this  work  was  constantly 
being  postponed  to  enable  him  to  attend  to  his  private  practice.  But 
anyone  who  followed  the  investigation  has  little  difficulty  in  satisfying 
himself  as  to  how  this  counsel  earned  the  balance  of  this  large  fee. 
From  the  first  to  the  last  the  inquiry  was  conducted  with  an  evident 
desire  to  avoid  developing  a  situation  that  might  prove  embarrassing 
to  the  present  Government. 

No  one  was  permitted  to  give  evidence  except  those  who  were 
asked.  Policyholders  who  presented  themselves  and  desired  to  testify 
were  first  privately  examined  in  order  to  discover  the  nature  of  their 
evidence  and  theii  refused  the  right  to  give  evidence,  if  they  were 
likely  to  develop  into  an  uncontrolable  witness. 
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The  Provineial  (SoTenuDMit  of  Ontario  tppointod  >  eomMl  to 
aMwt  in  th«  inTMtigation,  bat  ho  wm  refosed  the  right  of  esamininf 
the  official!  of  the  Inauranee  Department  at  Ottawa.  Forthermore,  ho 
was  obliged  to  indicate  his  "anbjeot  matter"  to  the  Dominion  couneel 
before  he  waa  permitted  to  examine  other  witnesses. 

Early  in  the  inTestigation  it  was  discovered  that  much  of  the 
funds  of  insurance  companies  were  not  invested  directly  by  the  com* 
panics,  but  were  passed  over  to  subsidiary  concerns,  which  were  gen- 
erally  composed  of  the  directors  and  managers  of  the  companies  or  their 
relatives  and  friends.  These  subsidiary  companies  frequently  under- 
wrote large  blocks  of  new  industrial  and  traction  bonds,  which  were 
accompanied  by  bonus  stocks.  The  stocks  were  kept  by  the  subsidiary 
concern,  and  the  bonds  sold  to  the  insurance  company  at  a  good  profit. 
Of  these  subsidiary  concerns  only  one  was  properly  investigated,  via., 
the  Union  Trust  Company,  which  had  invested  a  few  thousand  dollar! 
of  the  funds  of  the  Independent  Order  of  Foresters.  The  investigation 
into  this  trust  company's  affairs,  which  was  evidently  actuated  by  the 
fact  that  the  manager  was  a  prominent  member  of  the  Opposition  in 
the  House  of  Commons  at  Ottawa,  was  very  thorough,  and  every  dollar 
of  insurance  funds,  together  with  profits  made  in  any  lateral  trans- 
actions, was  traced  to  its  last  resting  place.  But  the  investigation  was 
quite  different  in  the  case  of  subsidiary  concerns  controlled  by  friends 
of  the  Government.  For  instance,  over  ten  million  dollars  of  the  funds 
of  the  Canada  Life  were  traced  to  the  doors  of  two  companies  com- 
pletely controlled  by  Hon.  Geo.  A.  Cox,  President  of  the  Canada  Life, 
and  no  further  investigation  made  concerning  them.  Over  one  million 
dollars  of  the  funds  of  the  Manufacturers  Life  were  traced  to  the  doors 
of  two  subsidiary  concerns  of  this  company  and  little  or  no  further 
investigation  made  concerning  them,  nor  as  to  where  the  large  profits 
which  were  realized  went.  Almost  one  million  dollars  of  the  funds  of 
the  North  American  Life  were  traced  to  the  doors  of  a  broker  "irm, 
the  head  of  which  was  a  son  of  the  chairman  of  the  Finance  Co  Jttee 
of  the  North  American  Life.  But  no  effort  was  made  to  disco.  :r  the 
true  nature  of  the  transactions  which  the  North  American  Life  had 
with  these  brokers,  which  transactions  resulted  in  unloading  on  the 
insurance  company  $400,000  of  bonds  of  an  American  traction  com- 
pany that  has  since  gone  into  liquidation.  The  purchase  of  these  bonds 
was  contrary  to  the  provisions  of  the  Insurance  Companies  Act,  and 
hence  any  loss  sustained  by  the  insurance  company  should  be  made 
good  by  its  directors.  But  notwithstanding  this,  the  Finance  Minister 
has  permitted  this  insurance  company,  at  its  last  annual  meeting,  to 
take  $155,000  out  of  the  profits  of  its  policyholders  and  place  it  against 
the  depreciation  in  bond  and  stock  holdings  of  the  company,  evidently 
to  make  good  the  loss  in  the  above-mentioned  bonds.  Concerning  the 
transactions  between  this  insurance  company  and  brokerage  house,  a 
policyholder  presented  himself  before  the  Insurance  Commission  and 
requested  to  be  allowed  to  give  evidence.  He  was  privately  examined 
by  the  Dominion  counsel,  who  took  two  days  in  which  to  make  up  his 
mind  as  to  whether  the  policyholder  would  be  allowed  to  give  evidence 
or  not.  His  request  was  finally  refused.  The  transaction  between 
this  insurance  company  and  brokerage  house  was  very  similar  to  the 
one  by  which  Mr.  D.  M.  Stewart,  the  then  General  Manager  of  the 
Sovereign  Bank,  unloaded  on  his  bank  a  very  large  block  of  these  same 
bonds. 

In  face  of  the  fact  that  it  was  during  a  thorough  examination  of  What 
the  subsidiary  concerns  that  the  contributions  for  political  purposes  by  "•»• 
New  York  insurance  companies  were  discovered,  it  is  not  difficult  to 
surmise  what  might  have  been  discovered  had  the  counsel  to  the  Insur- 
ance Commission  investigated  all  the  subsidiary  concerns  of  our  Cana- 
dian insurance  companies  as  thoroughly  as  he  did  the  Union  Trust. 
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The  report  of  the  Insurance  Commiuion,  however,  wm  very  good, 

AffWfMpert  j^^gjj  better  indeed  than  those  who  had  watched  the  inveatigation 
expected.  The  amendmenta  to  the  Insurance  Act  which  they  recom- 
mended, while  not  going  as  far  in  the  direction  of  controlling  the 
actions  of  insurance  managements  and  safeguarding  the  interests  of 
the  policyholders  as  the  discovered  abuses  warranted,  yet  on  the  whole, 
had  they  been  accepted  by  the  Finance  Minister,  would  have  consider- 
ably improved  the  situation. 

The  investigation  showed  that  the  whole  system  of  Canadian  insur- 
ance was  founded  on  a  principle  which  worked  out  most  disastrously 
for  the  policyholders.     Surrounding  the  treasury  of    each  company 
there  were  two  sets  of  individuals— the  management  at  the  head  office 
and  the  local  or  district  managers  of  the  company's  agencies.    These 
two  sets  worked  admirably  info  one  another's  hands.    The  district  man- 
agers were  very  ofttn  relatives  of  the  director?,  or  manag'^rs,  and  were 
always  men  on  whom  the  latter  could  count  to  attend  the  annual  meet- 
ings and  give  the  necessary  support.    Being  scattered  throughout  the 
country,  each  with  a  number  of  local  agents,  these  district  managen 
were  admirably  situated  to  stand  between  their  company  and  its  policy- 
AtMtly  ud  holders  and  excuse  and  explain  away  abuses.    When  these  abuses  grew 
5*J?JJ?  ^      so  great  that  excuses  were  no  longer  accepted  and  a  protest  was  raised 
mSSm  by  <he  policyholders  against  the  excessive  cost  of  insurance,  these  two 

mumg*n  privileged  sets  attempted  tn  ♦hrow  the  whole  blame  on  the  shoulders 
of  the  local  agents — men  who  did  the  actual  work  of  writing  insurance 
and  yet  who  were  most  r.ii.scrab'y  remunerated.  Moreover,  these  local 
agents  found  their  remuneration  rapidly  decreasing,  because  as  the 
expense  of  management  increased  they  found  it  necessary  to  rebate 
more  and  more  of  their  commission  in  order  to  get  business.  On  the 
other  hand,  the  remuneration  of  the  district  managers  was  rapidly 
going  up,  as  were  also  the  salaries  which  the  head  office  managements 
voted  themselves. 

Take,  for  instance,  the  Eastern  Ontario  district  of  the  Canada  Life, 
which  the  managing  director  of  a  rival  company  stated  before  the 
Banking  and  Commerce  Committfe  was  being  managed  as  cheaply  as  any 
agency  in  the  country.  According  to  the  figures  submitted  by  the 
Canada  Life  tc  the  Royal  Commission,  the  cost  of  this  agency  in  1905 
was  $79,537.42,  made  up  as  follows : — 

Commission  to  local  agents $38,455  57 

Salaries  and  advances  to  local  agents 17,291  81 

Am  iMtaiKM  Travelling  expenses   3,099.91 

Advertising  and  other  expenses 4,472  66 

Net  profit  to  the  district  manager 19,317  38 

Total    $79,5.37  42 

From  this  it  will  be  seen  that  the  men  who  actually  went  through 
the  country  and  wrote  the  business  of  this  district,  viz.,  the  local 
agents,  received  considerably  less  than  half  the  cost  of  the  business  in 
this  district,  because  it  must  be  remembered  that  all  rebates  allowed 
policyholders  are  included  in  "Commission  to  local  agents,"  while 
much  of  the  "advances  to  local  agents"  will  be  required  to  be  paid 
back  to  the  district  manager.  The  manager  of  this  district,  Mr.  H.  C. 
Cox,  son  of  the  President  of  the  Canada  Life,  realized  a  net  income 
from  this  district  of  $19,317.:59  in  1905,  $19,895.25  in  1904,  $14,239.10  in 
1903.  and  $13,31^.05  in  1902. 

The  same  system  of  graft  is  also  to  be  found  in  smaller  districts. 
AiMOwr         Take,  for  in.stance,  a  number  of  the  sinall  agencies  of  the  North  Ameri- 
hi«t«no«        can  Life.    In  1905  the  following  district  managers  of  that  company 
received  the  following  sums  of  money: — 

"W.  E.  Keenleyside,  British  Columbia $20,196 

Wm.  McBride,  Winnipeg,  Man 16,430 
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J.  A.  McLean,  Michigan 18,717 

9.  H.  SimpaoD,  Montreal 16,090 

W.  J.  Pair,  Kingston 10,402 

Oeo.  E.  Oarvin,  lUinoia 8,412 

«ru      .    •  490,247 

When  It  IS  remembered  that  this  sytem  ct  district  agencies  exists 
in  all  but  one  or  two  of  our  Canadian  life  ii:  urance  companies,  it 
will  be  readily  understood  that  the  apjrregate  cost  to  Canadian 
policyholders  runs  up  into  the  millions  of  dollars.  It  will  also  be 
understood  why  the  district  managers  so  rfadily  permit  and  support  the 
excessive  salaries  paid  at  the  head  offioe,  as  well  as  the  disgraceful  and 
extravagant  manner  in  which  the  funds  of  their  oompanies  are  being 
handled.  They  are  always  ready  with  excuses  to  explain  awav  the 
extravagance  and  irregularities  in  their  companies. 

The  salaries  paid  to  the  managing  directors  and  presidents  of  onr 
insurance  companies,  proportionate  to  the  size  of  the  companies,  are  il?***{*' 
the  largest  of  any  insurance  companies  in  the  world.    They  are  from  tSSSrim* 
three  to  five  times  the  salaries  that  were  paid  in  American  companies 
during  their    most    extravagant    days.     The  following  are  some  of 
them : — 

E.  W.  Cox,  Manager  of  Canada  Life $20,000  a  year 

Hon.  Geo.  A.  Cox,  President  Canada  Life 15.000      '' 

R.  Macauley,  President  Sun  Life 20,000      " 

T.  B.  Macauley,  Manager  Sun  Life 15,000      " 

J.  K.  McDonald,  Manager  Confederation  Life  15.000  " 
L.  Goldman,  Manage-  North  American  Life. .  12,000  " 
Space  will  not  permit  anything  like  a  complete  review  of  the 
gross  irregularities  in  Cans  .an  life  insurance  discovered  by  the  Roval 
Commission.  But  a  few  of  the  most  flagrant  will  serve  to  show  how 
callous  and  indifferent  the  Finance  Minister  has  grown  towards  the 
abuses  from  which  the  business  life  of  this  country  is  sutfering  so 
■everely. 

Managers  were  found  to  have  speculated  on  the  stock  markets 
with  the  funds  of  their  companies.  Stocks  were  bought  and  sold  in 
the  managers'  own  names.  Where  a  profit  was  realized  it  was  retained  Mtauaa  af 
by  the  managers,  but  when  a  loss  was  sustained  the  stock  was  trans-  PmNi* 
ferred  to  their  insurance  companies  before  being  sold,  and  in  that  wav 
the  loss  was  borne  by  the  companies.  Stocks  and  bonds  were  bought 
by  subsidiary  companies  composed  of  managers  and  directors,  who 
then  sold  these  securities  to  the  insurance  company  at  a  good  profit. 
In  two  cases,  viz.,  the  Manufacturers  Life  and  the  Imperial  Life,  securi- 
ties and  profits  belonging  to  the  company  were  deliberately  transferred 
by  the  directors  from  the  companies  to  themselves  and  their  friends. 
In  the  case  of  the  Manufacturers'  Life  the  amount  thus  taken  was  over 
$40,000.  In  the  case  of  the  Imperial  Life  it  was  $12,500.  In  the  same 
way  tb^i  directors  of  the  Sun  Life  of  Montreal  were  found  to  have 
transferred  to  themselves  from  time  to  time  sums  amounting  to  over 
$100,000.  In  the  case  of  many  companies,  but  in  these  three  in  particu- 
lar, any  policyholder  could  easily  have  these  sums  paid  back.  Sufficient 
cause  for  action  in  any  civil  court  is  to  be  had  from  the  evidence  taken 
in  the  investigation  and  in  the  Royal  Commission's  report. 

Various  other  kinds  of  irregubrities  were  discovered,  one  of  the  ACoMBinwy 
most  audacious  being  that  perpetrated  by  Messrs.  J.  R.  Stratton  and  J  to  Dafrmnd 
K.  McCutcheon  on  the  policyholders  of  the  Home  Life,    Mr.  Stratton  '^^^ 
obtained  complete  control  of  the  Home  Life  by  buying  with  bonuses  ""'''•^ 
and  otherwise  the  stock  holdings  of  its  former  manager  and  directors 
These  bonuses  cost    him  about  $80,000,  which    sum,  together    with 
another  $10,000  that  he  put  in  his  own  pocket,  he  borrowed  from  the 
Traders   Bank.    He  then  made  an  agreement  with  Mr.  J.  K.  McCutch- 
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eon,  whom  he  made  manager,  by  which  Mr.  McCutcheon,  in  addition  to 
an  annual  salary  of  $5,000,  was  to  receive  5  per  cent,  of  all  premium 
receipts  for  the  next  ten  years.  The  payments  under  the  latter  part  of 
this  agreement,  viz.,  the  5  per  cent,  of  the  premium  receipts,  were  then 
assigned  to  the  Traders'  Bank  to  liquidate  the  loan  of  $90,000,  thus 
placing  the  cost  of  this  whole  disgraceful  transaction  on  the  policyhold- 
ers of  the  Home  Life.  As  conclusive  evidence  of  Mr.  Fielding's  entire 
approval  to  all  this,  Mr.  Stiatton  has  since  been  permitted  to  continue 
and  improve  this  contract.  On  page  260  of  the  last  insurance  report 
that  has  come  from  the  Finance  Minister's  Department  there  is  an  item 
which  reads  fis  follows: — 

"The  Home  Life  have  also  a  contract  with  Mr.  J.  K. 
McCutcheon,   under    which    the  said    Mr.   McCutcheon 
receives  as  general  manager  a  salary  of  $5,000  per  annum 
and  a  percentage  of  ;U/2  per  cent,  of  the  gross  actual  prem- 
iums collected  by  tlie  company  in  each  year.     The  per- 
centage, however,  not  to  exceed  $7,100  in  any  one  year. 
This  contract  terminates  on  the  13th  of  October,  1920." 
Thus,  in  addition  to  tlio  sums  that  were  paid  under  the  contract, 
discovered  by  the  Royal  Commission,  the  policyholders  of  the  Home 
Life  will  be  required  "to  i>ay  a  further  amount  of  )^99,400  during  the 
next  fourteen  years  in  ortlir  to  liquidate  a  liability  created  for  one 
of  the  most   corrupt  purposes  that  could  be  conceived.    The  Royal 
Commission,  in  their  report,  denounces  the  whole  transaction  in  terms 
that  brand  it   as  a  consiiiracy.  yet    ]\Ir.  Fielding    instead  of  having 
the  contract  set  aside  has  i)ermitted  Jlr.  Stratton,  for  some  reason  or 
other,  to  increase  the  amount  the  policyholder  will  be  required  to  pay 
on  account  of  it.     This  same  Mr.  J.  R.  Stratton,  the  man  who  per- 
petrated the  above  mentioned  outrage,  and  who  is  generally  known 
to  have  been  the  most  corrupt  influence  in  the  Ross  administration, 
is  to  be  the  Liberal  candidate  for  West  Peterborough  in  the  approach- 
ing Federal  elections.     He  is  being  supported  by  Hon.  Geo.  A.  Cox,  who 
was  present  and  spoke  at  the  nomination.     If  such  men  not  only  have 
their  frauds  condoned  and  defended,  but  are  honored  and  promoted 
themselves,  what  is  to  become  of  this  fair  country  of  ours?    What  has 
become  of  the  high  ideals  or  even  self-respect  of  the  great  Liberal  party 
of  Canada  ? 

But  the  polieyholders  of  the  Home  Life  will  not  have  acted  as  self- 
respecting  citizens  if  they  permit  themselves  to  submit  to  this  out- 
rage. In  the  evidence  talien  in  the  insurance  investigation,  and  in  the 
Royal  Commission's  Report,  there  is  abundant  material  for  an  action 
for"  conspiracy  to  defraud  the  polieyholders,  which  action  can  be 
started  by  any  policyholder  bringing  it  to  the  attention  of  a  Crown 
Attorney.  There  is  also  abundant  cause  for  an  action  in  the  civil 
courts  to  have  this  contract  set  aside  and  the  monies  paid  under  it 
returned  to  the  insurance  eompany.  There  is  no  use  in  policyholders 
waiting  for  redress  or  pn»tection  from  the  Insurance  Department  at 
Ottawa.  This  will  never  come  as  long  as  the  present  Finance  Minister 
is  in  control. 

The  present  Insurance  Act  limits  the  amount  which  any  Canadian 
insurance  company  may  loan  and  invest  outside  of  Canada.  Bat  the 
Insurance  Department  has  permitted  many  companies  to  disregard  this 
restriction,  and  to  invest  their  funds  in  the  securities  of  such  concerns 
as  Sao  Paulo.  Rio  de  Janeiro,  Mexican  Heat  &  Power,  Chicago  &  Mil- 
waukee Electric,  and  Illinois  Traction  to  two  and  three  times  th» 
amount  authorized  under  the  Act. 

On  December  31st,  1905,  the  foreign  investments  of  the  Sun  Life 
alone  amounted  to  $10,369,539,  of  which  $7,794,421.16  represented  in- 
vestments in  the  stock  and  bonds  of  industrial  and  traction  companies 
principally  in  the  State  of  Illinois. 
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In  the  minates  of  the  Directors'  meeting  of  this  company  there 
appears  the  following  resolution : — 

"Resolve,  in  order  to   meet    the    heavy  obligations 
which  the  company  have  incurred  for  the  purpose  of  new 
securities  soon  to  be  taken  up,  it  may  be  necessary  to  sell 
some  of  the  securities  at  present  held  by  the  company, 
that  we  do  approve  disposing  of  certain  securities  if  it 
shouM  be  necessary." 
Immediately  afterwards  we  find  this  company  throwing*  on  the 
market  large  blocks  of  Canadian  municipal  bonds,  and  otherwise  dis- 
posing of  Canadian  mortgages,  which  it  then  held.    With  the  proceeds 
the  directors  formed  a  partnership  with  an  American,  for  the  purpose 
of  underwriting  the  securities  of  a  new  traction  flotation  in  the  United 
States.    Up  to  December  the  31st,  1905,  the  Sun  Life  had  lost  on  these 
securities  the  large  sum  of  $375,881,  in  addition  to  $20,000  of  accrued 
interest.     The  amounts  of  accrued  and  uncollectable  interest  on  the 
traction  securities  of  the  Sun  Life  that  have  been  written  off  the  books 
of  this  company  are  simply  astonishing,  and  shows  conclusively  how 
improfitable  is  this  class  of  investment,  as  compared  with  municipal 
bonds  and  mortgages.    In  1903  it  wrote  off  $18,356.08.    In  1904  it  wrote 
off  $20,000,  and  in  1905  it  wrote  off  no  less  than  $67,315.72  of  uncol- 
lectable interest. 

Grave  irregularities  and  injustices  were  also  discovered  by  the 
Royal  Commission  in  the  distribution  of  profits  and  in  granting  sur- 
render values  of  lapsed  policies.  In  a  number  of  companies  gross  dis- 
crimination in  apportioning  profits  to  policyholders  of  the  same  class 
was  found,  while  the  values  allowed  policyholders  who  were  forced  to 
surrender  their  policies,  because  they  were  unable  to  meet  the  premiums 
and  for  other  reasons,  were  ridiculously  low,  averaging  between  forty 
and  fifty  per  cent,  of  the  premiums  paid.  In  many  cases  where  the 
surrender  value  was  not  applied  for  within  three  months  after  the  policy 
lapsed  it  was  confiscated  by  the  company.  During  the  last  few  years 
one  has  heard  a  great  deal  of  the  solicitude  which  the  insurance  man- 
agements have  for  the  "widow  and  orphan."  But  among  the  number 
of  cases  of  confiscations  that  were  found  on  the  books  of  some  of  our 
large  companies  evidences  of  such  solicitude  were  not  only  absent,  but 
instead  there  were  examples  of  gross  injustices  and  heartless  cruelty. 

When  we  compare  the  workings  and  results  of  Canadian  insurance 
companies  with  these  of  other  colonies  of  the  British  Empire  we  have 
cause  to  blush  for  shame.  Take,  for  instance,  the  Australian  Mutual 
Provident  of  Australia,  which  is  exactly  the  same  age  as  the  Canada 
Life,  viz.,  59  years.  The  business  and  workings  of  these  two  companies 
for  1906,  the  last  year  for  which  we  have  complete  returns,  are  as 
follows : 

Canada  Life       Australian 
1906  Mutual  1906 

Percentage  of  total  expenses  to  total  premium 

ineome 27.2%  13.5% 

Pereentajre  of  expenses  of  new   business  to 

provision  for  same  in  first  premiums..         100.0%  54.0% 

Percentage  wliieli  all  other  expenses  bear  to 

renewal  premium  income 21.2%  10.1% 

Amount  of  insurance  in  force $111,069,323    $338,366,826 

New  business  written  in  1906 10,299,514        21,515,788 

Percentage  which  dividends  paid  to  policy- 
holders is  of  total  premium  income 2.6%  36.1% 

Rate  of  interest  earned  on  investments 4.85%  4.83% 

.\mnunt  nf  insurance  that  can  be  bought  for 

$10  premium,  on  Whole  Life  Plan $466.00  $469.00 

On  Endowment   245.00  266.00 
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The  Australian  Mutual  has  no  system  of  district  agents  to  whom 
high  salaries  and  large  renewals  are  paid.  Its  renewals  are  paid  directly 
to  the  home  office  or  to  one  of  its  branch  offices,  each  of  which  is  in 
charge  of  a  cashier  who  receives  the  ordinary  salary  of  a  bookkeeper. 

No  corporation  securities  are  held,  the  funds  are  all  invested  in 
government  bonds,  municipal  bonds,  loans  on  real  estat^e  and  loans  to 
policyholders.  Hence  the  Australian  company  assists  the  building  up 
and  development  of  its  o^vn  country. 

AU'  its  policies  have  automatic  non-forfeiture  regulations,  so 
that  if  a  policyholder  neglects  to  pay  his  premium  he  knows  that  it  wiU 
be  carried  for  him  without  any  application  and  continue  in  force  as  long 
as  the  cash  value  is  sufficient  to  sustain  it,  ?nd  he  may  pay  up  his  arrears 
at  anv  time.  At  any  time  that  he  cares  to  discontinue  his  policy  he  may 
do  so  knowing  that  he  will  receive  for  it  a  reasonable  cash  surrender 
value. 

When  policvholders  are  thus  fairly  treated  they  require  no  army 
of  agents  or  improper  inducements,  such  as  rebates,  to  persuade  them 
to  carrv  insurance  or  to  increase  what  they  already  liave.  This  s  eva- 
dent  from  the  fact  that  although  the  Australian  JIutual  is  exactly  the 
same  age  as  the  Canada  Life,  it  has  over  three  times  the  business  on  its 
l,ooks  Another  significant  fact  is  that  of  all  the  new  insurance  placed 
last  vear  i.v  the  Australian  M wual  28  per  cent,  was  placed  with 
men  alroadv  carrving  insurance  in  the  company.  Moreover,  policy- 
holders procured  in  this  way  are  not  so  apt  to  allow  their  policies  to 
lapse  hence  we  find  that  of  all  the  insurance  written  by  the^  company 
during  its  59  years  of  operation,  51.8  per  cent,  is  still  on  its  books. 

Some  of  the  English  companies,  of  course,  do  very  much  better  for 
their  policvholders  than  cither  of  the  above  mentioned.  For  instance 
the  London  Life,  with  a  percentage  of  expense  to  premium  income  of 
onlv  4  32  the  Equitable  with  a  percentage  of  expense  to  permium 
income  of  7  09.  tlu-  FrudciitiHl.  one  of  the  largest  and  most  progres- 
sive companies  in  existenrc,  with  a  percentage  of  expenses  to  premium 
income  of  8.85,  are  ainoh_'  the  most  economically  managed  companies 
in  the  woxld.  These  British  companies  deserve  every  consideration  trom 
the  Canadian  people.  Were  it  not  for  the  large  amounts  of  Canadian 
municipal  and  government  securities  which  the  British  insurance  com- 
panies absorbed  duriiiL'  llic  last  few  years.  Canada  would  have  been 
in  a  verv  bad  wav  Of  tlic  .■^23.704.540  of  such  Canadian  securities  mar- 
keted in  1907  Great  Britain  took  $10,133,837;  Canada  bought  $6,891,- 
G83  while  United  States,  to  which  our  banks  so  readily  send  our  sav- 
ings took  only  $679,000.  During  the  writer's  visit  to  England  this  year 
he  was  shown  conclusive  evidence  that  a  large  part  of  the  British  pur- 
chases were  made  by  British  insurance  companies. 

Managers  of  Canadian  insurance  companies  have  endeavored  to 
charge  the  rapid  decrease  in  profits  paid  to  policyholders  during  the 
last  ten  vears  or  so  lo  three  causes,  viz..  1st,  Rebates;  2nd,  Liberal 
policv  conditions  in  the  matter  of  surrender  values,  etc.,  and  3rd,  De- 
crease  in  the  rate  of  interest  ea'  .led  on  investments. 

The  first  contention  has  already  been  shown  to  be  false  b>  proving 
that  the  increa.se  in  the  cost  of  getting  business  has  not  gone  to  the 
local  agents  who  give  the  rebates,  but  to  the  district  agents  and  man- 
agers  to  swell  their  already  large  incomes. 

The  second  contention  is  more  false,  because  the  returns  to  policy- 
holders who  have  allowed  tlieir  policies  to  lapse  are  less  liberal  to-day 
than  'hey  have  been  in  the  past.  Moreover,  they  are  much  smaller 
han  are  allowed  by  companies  in  other  countries  which  have  cou- 
sin cd  to  pai  large  profits.  For  instance,  the  Australian  Mutual, 
as  seen  above  have  much  more  liberal  policy  conditions,  yet  m  1906 
the  profits  paid  bv  this  company  were  36.1  per  cent,  of  its  gross  prem- 
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ium  receipts.  The  report  for  1907,  which  has  just  come  to  hand,  shows 
that  the  profits  paid  last  year  were  36.5  per  cent,  of  the  gross  premium 
income. 

It  «an  best  be  shown  how  false  is  the  third  contention  by  giving  the 
actual  rates  of  interest  earned  by  three  of  our  largest  Canadian  com- 
panies each  year  from  1895  to  1905.  From  this  it  will  be  seen  that 
there  has  been  very  little  change  in  the  interest  rate  earned  by  these 
companies  during  the  years  in  which  there  has  been  such  a  constant 
falling  off  in  profits  to  policyholders.  In  fact,  during  the  years  in 
which  there  has  been  the  greatest  decrease  in  profits,  viz.,  since  1900, 
there  has  been  a  slight  increase  in  the  rate  of  interest  earned: — 

Canada  Sun  Mutual 

Year.  Life.  Life.      of  Cane  a. 

Per  cent.  Per  cent.      Per  cent. 

1895 4.47  4.50  5.21 

1896 4.70  4.07  5.61 

1897 4.71  4.59  5.04 

1898 4.65  3.90  5.30 

1899 4.24  4.23  5.16 

1900 4.25  4.10  5.03 

1901 4.47  4.27  5.04 

1902 4.51  4.43  5.13 

1903 4.56  4.44  5.15 

1904 4.57  4.26  5.21 

1905 4.67  4.67  5.24 

The  most  discouraging  feature  of  Canadian  life  insurance  is  that  Canadian 
matters  are  getting  worse  instead  of  better.    Previous  to  the  investiga-  !!?*|i[?^|^ 
tion  the   apprehension  of  retribution,   which  would  follow  detection,  ^^^^^  |,^ 
served  to  deter  many  unscrupulous  managements  from  carrying  their  vettiKatlon 
plundering  as  far  £3  they  would  have  liked.    But  now  that  their  nefari- 
ous work  is  known,  both  to  the  Government  and  to  the  policyholders,  and 
nothing  has  been  done  by  the  former  to  either  improve  the  insurance 
laws  or  to  compel  the  companies  to  keep  within  the  lavs  that  already 
exist,  nor  by  the  latter  to  compel  these  managements  to  disgorge  their 
illicit  gains,  they  feel  free  to  do  as  they  like,  and  hence  they  are  handling 
the  funds  of  their  policyholders  with  less  discretion  than  they  did  before 
the  investigation. 
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The  general  impression  which  the  public  have  concerning  the  Misleading 
matters  just  reviewed  is  quite  the  opposite  to  what  the  foregoing  would  the  PubUo 
convey,  and  one  of  the  first  questions  which  a  reader  of  this  pamphlet 
will  ask  himself  is,  how  has  such  ignorance  and  misconception  been 
created,  and  why  has  it  lasted  for  so  long?  The  answer  to  this  is 
readily  found.  It  is  due  to  the  disposition  on  the  part  of  a  certain  sec- 
tion of  the  press  to  discourage  and  condemn  intelligent  and  frank  dis- 
cussion, and  to  publish  false  and  misleading  articles.  For  instance,  the 
following  review  of  the  last  bank  statement  is  to  be  found  in  almost 
every  paper  in  the  country  which  has  given  this  statement  any  notice. 
Once  such  a  review  is  handed  out  and  appears  in  one  or  two  of  the 
larger  papers,  it  is  copied  by  hutsdrv-ds  of  others,  many  of  which,  how- 
ever, do  so  with  the  best  of  intentions.     Very  often  they  have  not  the 
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original  statement  at  hand,  but  more  often  have  not  the  necessary  train- 
ing and  knowledge  to  properly  analyze  it.    The  review  just  mentioned  is 

as  follows: — 

"The  condition  of  Canadian  banks,  which  has  steadily 
improved  for  several  months,  was  markedly  so  for  the 
month  of  July.  There  were  heavy  increases  in  deposits  as 
well  as  in  cash  holdings.  A  noticeable  feature,  also,  was 
the  large  increase  in  deposits  of  our  banks  elsewhere  than 
in  Canada.  Those  deposits  on  the  Slst  of  July  amounted 
to  nearly  $75,000,000,  or  an  increase  of  over  $9,000,000  for 
the  month.  They  bear  a  marked  contrast  with  those  of  a 
year  ago  and  two  years  ago,  when  they  aggregated,  respec- 
tively, only  $58,421,000  and  $48,477,000.  This  large  in- 
crease in  the  monies  deposited  in  branches  of  Canadian 
banks  outside  the  country  may  be  taken  as  a  compliment 
to  our  banking  sy.stem.  They  show  the  increasing  con- 
fidence of  foreigners  in  our  banks." 
Such  a  statement  is  due  to  either  wilful  misrepresentation  or 
lamentable  ignorance  on  the  part  of  the  one  who  first  wrote  it. 

Any  business  man  who  knows  anything  of  banking  will  readily 
understand  that  the  foreign  deposits  of  our  Canadian  banks  are  not  all 
deposits  in  the  general  acceptation  of  the  term.  That  is,  they  are  not 
deposits  representing  the  savings  of  the  people  in  the  districts  where 
the  foreign  branches  of  our  banks  are  located.  Of  course,  some  of  these 
foreign  deposits  are  actual  savings'  deposits,  but  the  great  bulk  of 
them  are  nothing  more  than  the  undrawn  balances  of  foreign  loans. 
Or,  to  make  this  more  clear,  when  a  man  arranges  for  a  loan  with  a 
bank,  the  amount  of  the  loan  is  at  oace  placed  to  the  man's  credit  in 
the  bank  and  remains  there  as  a  deposit  to  be  drawn  as  the  borrower 
requires  it.  Thus  the  deposits  of  a  bank  increase  with  its  loans,  and 
in  the  same  way  the  foreign  deposits  of  our  banks  increase  with  the 
foreign  loans.  Keeping  this  in  mind,  even  a  cursory  review  of  the  July 
bank  statement  will  show  that  the  facts  are  just  the  opposite  of  what 
the  writer  of  the  above  would  have  us  believe.  The  following  figures 
taken  from  the  last  two  bank  statements  show  the  change  in  the  for- 
eign business  of  the  Canadian  banks  during  the  month  of  July: — 

Foreign  Assets. 

30th  June,21908.  31st  tJuly.1908. 

Due  by  banks  in  United  Kingdom $7,006,855  $14,127,514 

Due  by  banks  in  foreign  countries  29,181,443  38,265,653 

Foreign  call  loans   52,256,320  54,915,935 

Foreign  current  loans 22,386,034  23,153,095 

Foreign  Liabilities. 

Due  to  banks  in  United  Kingdom $7,040,432  $5,351,042 

Due  to  banks  in  foreign  countries   3,388,826  3,515,729 

From  these  figures  it  will  be  seen  that  during  the  month  of  July 
the  credits  of  Canadian  banks  in  England  increased  by  $7,120,659,  and 
in  foreign  countries,  over  9")  per  cent,  of  which  is  in  New  York,  they 
increased  by  $9,084,210.  During  the  same  month  the  foreign  call  loan 
increased  by  $2,659,615,  ana  the  foreign  current  loans  by  $767,061.  lu 
the  same  month  the  balances  due  by  the  Canadian  banks  to  banks  out- 
side of  Canada  decreased  by  $1,562,487.  So  that  during  the  month  of 
July  the  foreign  credits  of  our  Canadian  banks  were  increased  by  $21,- 
194,032.  When  we  examine  the  bank  statement  more  closely  we  find 
that  of  the  $7,120,659  expansion  in  English  credits  $6,081,335 
occurred  in  one  branch,  viz.,  the  London  branch  of  the  Bank  of  Mont- 
real. $663,537  of  it  occurred  in  the  London  branch  of  the  Canadian 
Bank  of  Commerce,  while  the  balance  took  place  in  banks  which  have 
no  branches  in  Great  Britain.  When  we  examine  the  figures  which  go 
to  make  up  the  $9,084,210  of  expansion  in  foreign  credits  we  ftnd  that 
considerably  over  half  of  it  took  place  in  Canadian  banks  which  have 
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no  foreign  branches,  and  therefore  would  hare  no  foreign  deposits. 
They  have,  however,  foreign  agencies,  to  which  they  ship  the  savings  of 
this  country  for  foreign  investments.  These  features  show  conclusive- 
ly that  the  increase  in  the  foreign^  credits  of  our  banks  has  not  been 
created  by  an  increase  in  the  savings  deposits  of  foreign  branches,  but 
almost  entirely  by  shipping  out  the  savings  of  the  Canadian  people  to 
foreign  branches  and  agencies.  With  such  heavy  exports  of  Cana- 
dian credits  as  took  place  in  the  month  of  July  it  is  not  unreason- 
able to  expect  that  at  least  half  of  it  would  find  its  way  into  foreign 
deposits,  in  which  case  there  must  have  been  a  withdrawal  of  savings 
by  foreign  depositors  instead  of  ar'  increase  in  their  deposits. 

It  will  be  remembered  that  last  fall  the  banks  were  criticized 
for  the  large  increases  in  their  foreign  loans,  the  significance  of  which 
was  readily  understood  by  the  public.  The  amount  of  coin,  bullion  and 
credit  shipped  out  of  Canada  dn  ing  last  July  is  easily  the  largest  of 
any  month  in  the  history  of  Canadian  banking.  But  to  avoid  deteetion 
the  banks  have  resorted  to  the  trick  of  putting  the  greater  part  of  this 
increase  in  foreign  credit  in  their  monthly  returns  under  other  head- 
ings than  "call  loans." 

The  idea  of  the  ordinary  foreign  deixisits  of  our  banks  increasing 
by  over  $9,000,000  in  any  month,  much  les.s  the  month  of  July  when  the 
people  in  these  foreign  countries  need  money  as  badly  as  we  do  in  Can- 
ada is  absurd  on  the  fact  of  it.  Only  a  few  of  our  Canadian  banks  have 
foreign  branches,  and  many  of  these  are  not  allowed  to  accept  deposits 
in  the  communities  where  they  are  situated.  Moreover,  it  should  not  be 
overlooked  that  the  majority  of  the  foreign  branches  of  Canadian  banks 
exist  and  are  equipped,  not  for  the  purpose  of  collecting  deposits,  but  for 
the  purpose  of  making  foreign  loans  and  investments  with  the  savings 
of  the  Canadian  people. 

A  New  York  despatch,  which  appeared  in  one  of  our  Canadian 
papers  the  other  day.  stated,  on  the  authority  of  a  prominent  banker, 
that  the  Canadian  banks  had  on  deposit  in  that  city  as  much  as  $40,- 
000,000,  and  adds: 

"Whatever  the  cause  for  the  retention  of  Canadian 
money  during  the  panic,  the  Canadian  Finance  Department 
are  bringing  pressure  to  bear  upon  Canadian  banks  to 
call  home  their  money,  so  that  there  may  be  no  possibility  of 
any  financial  stringency  in  the  Dominion  this  fall." 
Is  this  move  on  the  part  of  the  Finance  Minister  actuated  by  a  desire 
to  assist  the  country?    Or  rather  is  not  the  approaching  general  elec- 
tion the  cause?    He  was  not  so  anxious  to  assist  the  country  last  year, 
or  the  year  before.    Nor  did  he  evidently  take  any  steps  to  protect  the 
reserves  of  the  country  this  year  until  a  general  election  was  decided 
upon. 

Froia  time  to  time  we  hear  much  concerning  the  high  opinions 
people  in  the  United  States  and  other  countries  have  of  our  unique 
system  of  banking.  But  generally  these  are  bankers  and  others  who 
realize  the  good  thing  our  bankers  have,  and  who  would  materially  bene- 
fit if  they  had  such  a  system  in  their  own  country.  Sometimes  this 
eulogy  is  of  a  questionable  character,  howeviT,  and  depends  upon  the 
side  of  the  international  boundary  in  which  the  critic  resides.  Mr.  A.  B. 
Stickley.  president  of  the  Chicago  Great  Western  Railway,  speaking 
before  the  American  Bankers'  Association  a  short  time  ago,  among  other 
things,  said  as  follows: 

"Little  Canada,  with  scarcely  five  millions  of  people, 
occupying  the  stingy  fringe  of  perpetual  ice,  with  meager 
agricultural  resources,  few  mines,  and  only  rich  in  her 
forests  of  timber,  was  able  to  loan  the  credits  to  move  the 
abundant  harvest  of  Minnesota  and  Dakota,  solely  by  reason 
of  her  system  of  banking." 
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But  occasionally  we  find  disinterested  and  able  critics  in  foreign 
countries  sizing  up  our  banking  system  from  an  independent  point  of 
view,  and  then  we  have  it  set  forth  in  its  true  light.  But  seldom  do 
such  criticisms  appear  in  our  Canadian  newspapers. 

One  of  such  reviews  was  made  a  short  time  ago  by  Mr.  E.  D.  Hul- 
bert  in  an  addres.s  delivered  before  the  American  Institute  of  Banking. 
Speaking  of  the  claims  for  the  branch  banking  system  he  says: 

"The  test  of  the  soundness  of  these  claims  should  be 
the  practical  workinfj  of  the  system  where  it  is  in  opera- 
tion. No  one  will  deny  that  the  financial  system  of  a  coun- 
try must  have  a  great  influence  upon  its  growth  and  pros- 
perity. If  the  Canadian  system  is  really  better  than  ours, 
the  superiority  ought  to  manifest  itself  somewhere,  either 
in  the  superior  growth  and  prosperity  of  communities  in 
Canada  h  .ving  resources  and  natural  advantages  similar 
t.)  ours,  or  in  the  greater  prosperity  of  the  banks.  I  believe 
that  the  contrary  is  the  fact.  I  believe  that,  almost  with- 
out exception.  Canadian  towns  outside  of  the  financial 
centres  have  shown  development  and  prosperity  inferior  to 
towns  with  similar  natural  advantages  in  this  country. 

'"While  a  considerable  part  of  the  Canadian  territory 
i.s  not  capable  of  much  development,  it  is  astonishing  how 
slowly  the  best  parts  of  it  have  developed;  and  I  bciieve 
that  this  inferiority  as  compared  with  the  United  States  is 
largely  attributable  to  the  difference  in  banking  methods. 
"In  Canada  there  is  a  rigid  system,  to  which  every 
community,  big  and  little,  must  adjust  itself  in  the  best 
way  it  can ;  in  the  T'nited  States  we  have  an  elastic  banking 
system  that  adjusts  itself  to  the  needs  of  each  community. 
"In  Canada,  no  bank  can  be  incorporated  with  less 
than  $500,000  capital.  In  the  United  States  the  policy  is 
to  »et  the  banking  capital  be  adjusted  to  the  needs  of 
each  community.  In  some  A  our  western  states,  banks 
can  be  incorporated  in  snail  places  with  a  capital  of 
$5,000,  and  the  national  bank  act  permits  the  organi- 
zation of  national  banks  with  a  capital  of  $25,000.  The 
part  these  small  banks  play  in  the  growth  and  develop- 
ment of  the  whole  country  has  not  received  the  attention 
it  deserves. 

"Almost  every  town  and  village  has  one  or  more  in- 
corporated banks,  either  state  or  national,  capitalized  with 
local  capital,  officered  and  directed  by  local  men,  thoroughly 
in  touch  with  local  needs  and  conditions.  The  interests 
of  these  banks  are  all  with  the  home  town.  They  are  a  part 
of  the  flesh  and  bone  of  the  community,  and  are  vitally 
interested  in  the  ui)liuilding  of  their  own  locality.  They 
are  always  the  largest  taxpayers.  The  best  business  men 
of  the  town  are  glad  to  accept  directorships  in  these  banks 
and  to  serve  without  compensation.  When  t.e  officers  of 
the.se  banks  are  called  upon  to  extend  financial  aid  to  some 
enterprise  that  ma.v  promote  the  welfare  of  that  place,  they 
can  call  into  consultation  able  men  intimately  acquainted 
with  local  needs  and  conditions;  men  v.ho  know  personally 
the  men  applying  for  the  loan.  What  method  could  possi- 
bly be  devised  whereby  a  more  fair  and  intelligent  judg- 
ment would  be  likely  to  be  reached?  L'nder  this  system  the 
surplus  funds  of  each  community  are  used,  first,  for  the 
benefit  of  that  community  under  the  supervision  of  men 
whose  interests  are  local. 
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"This  system  is  largely  responsible  for  the  marvellotis 
commercial  growth  that  has  taken  place  in  this  country 
outside  of  the  large  cities. 

"In  Canada  there  are  only  two  cities  with  a  popula- 
tion of  over  one  hundred  thousand,  and  the  primary  de- 
posits of  these  two  cities  are  probably  only  a  small  fraction 
of  the  entire  deposits  of  the  Dominion;  yet  the  banking 
policy  of  the  entire  Dominion  and  the  disposition  of  its 
loanable  surplus  are  largely  dictated  from  these  two 
cities. 

"Inasmuch  as  no  bank  can  be  chartered  in  Canada 
with  a  capital  less  than  $500,000,  there  is  no  hope  what- 
ever for  a  moderate-sized  town  lo  have  an  incorporated 
bank  of  its  own,  and  it  must  always  labor  under  a  disad- 
vantage in  the  matter  of  credits.  The  proposition  that  a 
bank  customer  in  a  small  Canadian  town  can  get  as  good 
attention  to  his  credit  needs  at  the  local  branch  as  he  would 
from  a  locally  owned  bank  with  a  local  directory  is  hardly 
worth  discussing 

"The  branch  manager  is  chiefly  concerned  in  making 
a  good  record  with  the  home  office,  so  that  he  will  be  trans- 
ferred to  a  better  post.  He  is  not  only  anxious  to  avoid 
losses  on  the  loans  he  makes  himself,  but  he  is  very  caretul 
about  what  application  he  submits  to  the  home  office.  A 
ma^  iger  is  not  supposed  to  submit  an  application  unless  he 
thinks  there  is  merit  in  it;  and  if  he  submits  too  many  that 
do  not  meet  the  approval  of  the  home  office,  they  soon 
form  a  poor  opinion  of  his  judgment.  In  case  of  doubt  it 
is  safer  to  say  no,  and  the  man  who  is  placed  in  a  respon- 
sible position  alone,  in  personal  contact  with  no  one  whom 
he  can  consult,  is  pretty  apt  to  have  doubts  when  anything 
out  of  the  ordinary  turns  up. 

"Some  of  the  worst  losses  banks  suffer  never  show  on 
the  books.  The  losses  that  show  on  the  bnks  are  those 
losses  that  came  from  bad  loans— losses  that  occur  through 
a  bank  officer's  saying  yes  when  he  ought  to  have  said 
no  But  there  is  another  kind  of  loss  that  is  more  senous, 
and  that  is  the  loss  that  comes  to  the  bank,  to  its  customer, 
and  to  the  community,  when  credit  is  refused  t'  the  man 
who  is  entitled  to  it.  Such  losses  never  show  on  the  books; 
hence  the  local  manager  under  the  branch  system  prefers  to 
take  the  chance  of  that  kind  of  a  loss  to  the  other.  Much 
the  same  considerations  apply  to  the  general  manager  at 
the  home  office  and  to  his  directory.  No  macb-nery  of 
credits  has  ever  been  devised,  or  ever  will  be.  by  which  a 
few  men  at  the  centres  of  trade  can  pass  intelligently  upon 
the  multitude  of  credit  demands  in  the  small  communities 
scattered  over  a  great  country  like  Canada  or  the  United 
States.  When  you  have  big  amounts  to  loan  you  look  for 
some  one  who  wants  to  borrow  on  a  large  scale.  For  this 
reason  the  great  Canadian  banks  have  established 
branches  outside  their  own  country — in  New  York,  Chi- 
cago, Minneapolis,  and  other  speculative  centres— not  for 
the  purpose  of  getting  deposits  in  these  centres,  where 
money  is  plenty,  to  loan  in  Canada,  where  money  is 
Sf>j,rce,  hut  just  the  contrary'.  There  is  scarcely  a  com- 
munity in  Canada  that  is  not  in  need  of  money  to  develop 
its  legitimate  industries,  and  yet  a  part  of  the  small  sav- 
ings of  those  very  communities  is  being  loaned  on  the 
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Chicago  Board  of  Trade  and  the  New  York  Stock  Ex- 
change. ' 

"This,  however,  isn't  the  worst  of  it.  When  a  few 
men  are  known  to  control  vast  sums  of  money  they  are  con- 
stantly beset  with  importunities  and  temptations  to  use  this 
money  to  promote  enterprises  outside  tho  pale  of  sound 
banking.  It  i.s  a  matter  of  regret  that  some  of  the  great 
Canadian  banks  apoar  to  have  yielded  to  this  temptation. 
It  is  reported  that  one  of  them  is  putting  large  sums  into 
light,  heat,  and  power  company  in  Sao  Paulo,  Brazil.  An- 
other is  promoting  a  street  railway  in  the  City  of  Mexico. 
Still  others  have  loaned  largo  sums  for  construction  work 
•  on  such  things  as  intorurban  railways  of  a  more  or  less 
speculative  character  in  the  United  States. 

"This  means  that  some  of  the  surplus  funds  of  the 
small  Canadian  towns  are  being  loaned  for  development 
purposes  in  South  America,  Mexico  and  the  United  States. 
"Tho  Canadian  hanker  will  tell  you,  perhaps,  that  this 
is  money  not  needed  in  Canada  and  that  the  home  demand 
is  cared  for  first;  but  it  is  impossible  to  believe  that  the 
loanable  funds  of  tiie  Canadian  banks  could  not  all  be  used 
to  advantage  in  developing  the  splendid  resources  of  that 
great  Dominion. 

"I  dislike  to  use  the  octopus  as  an  illustration.  He 
has  been  overworked  in  that  line,  but  I  don't  see  how  I  can 
help  it.  The  octopus  is  nature's  experiment  in  the  branch 
system.  Now.  when  .  n  octopus  gets  his  eye  on  an  ad- 
jacent oyster  J)eQ.  and  feels  like  establishing  a  branch  in 
that  locality,  we  might  imagine  him  saying  to  the  oysters: 
"You  fellows  over  there  are  pretty  weak.  You  haven't 
muih  strcnprth  or  many  brains.  Now,  I  have  a  surplus  of 
both.  It'll  be  a  great  thing  for  you  to  have  me  establish 
a  branch  in  your  community.  I  have  branches  all  around, 
and  when  I  get  more  than  I  want  to  eat,  I  can  pass  it  along 
to  you.  Besides,  when  the  storm  comes  yiu  will  have  me  to 
take  care  of  you.'  That  sounds  all  right,  but  when  the 
connection  is  made  it  is  made  for  the  benefit  of  the  octopus 
and  not  <  i'  the  oyster. 

"  Yoii  have  probably  noticed  that  bankers  who  advocate 
branch  banking  are,  as  a  rule,  men  who  expect  to  be  at  the 
head  if  the  system  is  adopted.    There  is  very  little  call  for 
it  from  the  smaller  towns." 
Such  criticism  as  this  seldom  finds  its  way  into  Canadian  papers. 
On  the  contrary,  there  has  been  a  decided  tendency  on  the  part  of  a 
certain  section  of  our  press  to  allay  public  feeling  by  disseminating 
erroneous  information   concerning  Ca.iadian   banking  and   insurance 
matters. 

For  instance,  the  following  leading  editorial  is  a  sample  of  the 
manner  in  which  the  Toronto  Globe  attempted  to  allay  public  criticism 
when  Ml.  Fielding  introduced  his  new  Insurance  Bill  into  Parliament 
last  winter: 

"It  can  be  said  that  on  the  whole  our  insurance  com- 
panies came  through  the  investigation  in  a  gratif.  ing  way. 
The  management  of  the  great  companies  was  in  every  case 
able  and  sucessful  and,  on  the  whole,  conservative.  The 
state  of  affairs  revealed  in  Canada  was  in  no  sense  on  all 
fours  with  that  which  the  Armstrong  inquiry  showed  to  be 
prevalent  in  American  insurance  com{)anies." 
As  is  generally  known  the  irregularities  and  extravagances  of 
American  insurance  companies  were  probably  the  worst  that  had  been 
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fonnd  np  to  the  time  of  the  Amuftrong  inveatigation.  But  during  the 
investigation  into  our  Canadian  companiei  a  condition  of  affairs  wai 
unearthed  that  never  had  been  surpassed  for  extravagance,  graft  and 
fraud.  Those  who  have  followed  both  the  American  and  Canadian  in- 
vestigations will  have  no  difficulty  in  coming  to  this  conclusion.  While 
those  who  have  not  followed  them  cannot  do  better  than  accept  the  judg- 
ment of  the  man  who  acted  as'  consulting  actuary  to  both  commissions. 
In  a  letter  this  gentleman  contributed  not  long  ago  supporting  the 
Canada  Royal  Commission's  recommendations  to  the  Finance  Minister, 
he  says :  ' '  But  the  facts  educed  by  the  investigation  showed  even  greater 
extravagance  than  was  found  in  New  York,  and  more  widespread 
demoralization."  But  our  Finance  Minister  refused  to  act  upon  the 
Royal  Commission's  recommendations  and  the  Toronto  Globe  supported 
him  by  articles  and  editorials  such  as  quoted  above. 

On  several  occasions  the  Globe  has  discouraged  frank  discussions 
of  these  subjects  and  has  ever  denounced  as  disloyal  any  one  who 
attempted  to  raise  discussion  or  them  either  in  public  or  in  Parlia- 
ment. 

Some  few  other  papers  have  acted  similarly,  but  I  speak  of  the 
Globe  in  particular  because  it,  outside  of  the  Banker's  Magazine  and  a 
few  insurance  journals  has  been  the  arch-oflfender. 

The  losses  which  the  people  of  Canada  have  suffered  and  the  retro- 
gression which  the  industries  and  proper  development  of  their  country 
have  experienced  may  be  charged,  without  any  deductions,  to  the  greed 
and  dangerous  commercialism  of  an  unpatriotic  group  of  financiers 
supported  and  encouraged  by  a  most  lax  administration,  and  defended 
and  condoned  by  such  men  as  the  editor  of  the  Globe. 


